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DEPRECIATION ALLOWANCE IN RESPECT OF AMENITIES PROVIDED 
FOR EMPLOYEES 


Provision has been made in the 1946 Income Tax Assessment Act for the 
allowance of depreciation in respect of certain amenities provided for 
employees by taxpayers who are engaged in business. In respect of plumbing 
fixtures and fittings not previously subject to depreciation, normal rates will 
now be allowed. Depreciation in respect of other amenities provided for 
employees will be allowed at the rate of 334 per cent. 


Plumbing Fixtures and Fittings. 


By the amending Act of 1946, the definition of “plant” contained in s. 54 
(2) has been extended to include “(c) plumbing fixtures and fittings, 
including wall and floor tiling, in premises acquired after June 30, 1938, or 
installed in premises after that date, by a person carrying on a business for 
the purpose of producing assessable income, where those fixtures and fittings 
are provided principally for the use for personal purposes of persons employed 
by him in that business.” 

The purpose of the above amendment is to provide that plumbing fixtures 
and fittings forming part of the toilet accommodation and washing facilities 
provided by an employer for the use of persons employed in his business 
shall be subject to normal depreciation allowances. 

A depreciation allowance is granted under the new provision in respect of 
“plumbing fixtures and fittings, including wall and floor tiling.” It was 
officially explained that the concession applies to tiling of walls and floors 
and to terrazzo, marble, concrete, stone, magnesite and similar paving and 
surface finishes, to plumbing fixtures and fittings, sanitary ware, etc. It 
is also intended to embrace internal partitions of wood, steel, brick, etc. in 
toilet and shower rooms, but not walls, roofs and work of a similar 
structural nature. 

The new provision applies to plumbing fixtures and fittings “in premises 
acquired after June 30, 1938, or installed in premises after that date.” The 
allowance thus applies not qnly to fixtures and fittings installed in premises 
by the taxpayer himself after June 30, 1938, but also to fixtures and fittings 
attached to a building acquired by the taxpayer subsequent to June 30, 1938. 

The depreciation allowance is first granted in assessments based on income 
derived during income year ended June 30, 1946, or substituted accounting 
period (Amending Act, s. 22). Where plumbing fixtures and fittings were 
provided ‘after June 30, 1938, but before the commencement of year ended 
June 30, 1946, the deduction allowable from income derived during income 
year ended June 30, 1946, is based on the full cost of the asset, notwith- 
standing their installation and use in prior years. 








170 THE AUSTRALIAN ACCOUNTANT MAY 


The allowance is granted to a person (including a company) who carries 
on a business (on the premises in which the specified fixtures and fittings 
are installed) for the purpose of producing assessable income where the 
fixtures and fittings are provided principally for the use of persons employed 
by the taxpayer in that business. Thus, for example, if plumbing fixtures 
and fittings were installed by a taxpayer in business premises during year 
ended June 30, 1939, he would be entitled to the depreciation allowance in 
respect of year ended June 30, -1946, only if the facilities were used during 
the last-mentioned year for the convenience of persons employed by the 
taxpayer in a business carried on for the purpose of producing assessable 
income by the taxpayer in those premises. N.B.—The word “principally” 
has been inserted so as not to deny the deduction where the fixtures and 
fittings are also, but subsidiarily, provided for the use of persons other 
than employees, e.g., visitors and the employer himself. 

Section 54 (1) provides for a depreciation allowance during the year of 
income of inter alia “any property, being plant (as defined) or articles 
owned by a taxpayer and used by him during that year for the purpose of 
producing assessable income.” It is considered that the combined .effect of 
s. 54 (1) and new s. 54 (2) (c) is as follows: 


(a) Where the fixtures and fittings are installed by the owner of the 
freehold of premises after June 30, 1938 (which does not mean after 
year of income ended June 30, 1938, or substituted accounting 
period), he is entitled to the depreciation allowance based on cost 
for year of income ended June 30, 1946, or substituted accounting 
period, provided that he carries on business in those premises during 
that year. He is entitled to the allowance for subsequent years, 
provided the same condition is fulfilled, until the fixtures and fittings 
are fully depreciated or until disposal, loss or destruction, when the 
adjustment under s. 59 operates. 

(b) Where a taxpayer buys premises after June 30, 1938, and those 
premises contain the specified fixtures and fittings, the purchaser is 
entitled to the depreciation allowance (provided always the condi- 
tions contained in s. 54 (2) (c) are fulfilled) commencing with year 
of income ended June 30, 1946, and calculated with reference to the 
cost to the taxpayer (i.e. the purchaser) irrespective of the year in 
which the fixtures and fittings were installed by the vendor of the 
property. N.B.—In respect of future purchases of premises it is 
desirable to obtain agreement at the time of purchase as to the sale 
price of the fixtures and fittings. 

(c) If the present owner of the property installed the fixtures and fittings 
prior to July 1, 1938, he is not entitled to the depreciation allowance. 

(d) Where the taxpayer is a lessee of the premises and he instals any of 

the specified fixtures and fittings he is entitled to the sinking fund 
deduction provided by s. 88 (2) if such “improvements” (a) were 
made, under agreement, as consideration for the grant of a lease, or 
(b) were improvements which he was required to make under the 
lease, or (c) were made with the written consent of the lessor. The 
sinking fund deduction under s. 88 (2) is based on the unexpired 
period of the lease. 
Where the taxpayer is not entitled,to the sinking fund deduction under 
s. 88 (2) and he has installed any of the specified fixtures and fittings 
after June 30, 1938, he is entitled to the depreciation allowance under 
s. 54 et seq. if he “owned” the fixtures and fittings installed by him. 
Only in rare instances would the fixtures; etc., be so installed as’ to 
become property owned by the landlord. 
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Dealing with improvements of primary producers Income Tax Order 
1217 states, inter alia, “A lessee who has leased lands with improve- 
ments thereon and has paid a specified sum for those improvements, 
or a lessee who has erected on land, leased by him, income-producing 
assets for use by him during the period of his lease and who is not 
entitled to a deduction under s. 88 (2) of the Act, will be allowed 
a deduction for depreciation on such assets as are specified in s. 54.” 
Applying this benevolent interpretation to plumbing fixtures and 
fittings it would appear that the problem is one of academic interest 
only. 

(e) Where the taxpayer is a lessee and the landlord has installed the 
fixtures and fittings, either before, on, or after June 30, 1938, the 
lessee is not entitled to depreciation allowance.’ 

(f). The owner of a property who instals plumbing fixtures and fittings in 
the premises but does not himself carry on business on the 
premises is not entitled to the depreciation allowance. Thus, if 
owner A during year ended June 30, 1939, installed plumbing fixtures 
and fittings in his premises and carried on business there during 
year ended June 30, 1946, but let the premises to B on July 1, 1946, 
A would be entitled to the depreciation allowance in respect of year 
ended June 30, 1946, but he would not be entitled to that allowance 
during year ended June 30, 1947, and subsequent years during which 
the premises were let to B. As stated in (e) the tenant, B, also» 
would not be entitled to the depreciation allowance because he is not 
the owner of the fixtures and fittings. The position is the same if 
the fixtures and fittings were installed by A during the period in which 
the premises were let to B. But if B acquired the freehold of the 
premises B would thereafter receive the allowance, even though the 
acquisition took place during or after year ended June 30, 1946. 


Announcement of the appropriate rate or rates of depreciation on plumbing 
fixtures and fittings will doubtless be made by the Commissioner in time to 
enable the taxpayers to prepare their returns for year ended June 30, 1946. 
It should be observed that assets coming within) the provisions of new s. 54 
(2) (c) are also subject to the special initial depreciation allowance of 20 
per cent. provided by new s. 57A if the assets were acquired or installed by 
the taxpayer during year ended June 30, 1946 (or substituted accounting 
period) or during any of the next succeeding four income years. An 
example of the operation of new s. 57A is given below. 

If the building to which the; assets of the kind specified in new s. 54 (2) 
(c) are affixed is disposed of, damaged or destroyed, or if the assets them- 
selves are damaged or destroyed or are separately disposed of by the taxpayer, 
the gain or loss on such disposal, etc., must be brought to account in 
accordance with s. 59. 


Special Rate of Depreciation in Respect of Amenities Provided for Employees 

Section 55 (1) provides that in the first calculation of the depreciation to 
be allowed in respect of any.unit of property, an estimate of its effective life 
is to be made by the Commissioner, and the annual rate of depreciation is 
fixed accordingly. 

Section 55 (2), inserted by the sinenitiion Act of 1946, provides that, 
notwithstanding anything contained-in s. 55 (1), the annual rate of deprecia- 
tion of any unit of property used by a taxpayer principally for the purpose 
of providing clothing cupboards, first aid, rest-room or recreational facilities, 
or meals or facilities for meals, for persons employed by the taxpayer in a 
business carried on by him for the purpose of producing assessable income 
shall be 334 per cent. It should be observed that s. 54 (1) requires that not 
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only shall the unit of plant or equipment be_ used by the taxpayer but that 
it shall be owned by him. 

It was officially stated that the new fixed rate of 33} per cent. applies 
to plant and equipment used in dining rooms, mess rooms, cafeterias, etc., 
utilized by the taxpayer for the purpose of providing meals or facilities for 
meals for his employees. The new provision extends to fixtures and fittings 
provided in locker rooms, change rooms, rest rooms, casualty wards, recrea- 
tion rooms and the like. It accordingly applies to clothing cupboards, lockers 
and similar fixtures and fittings which do not form part of the permanent 
building structure and which have been provided by the taxpayer for the 
more efficient conduct of his business. 

It was also officially stated that plumbing fixtures and fittings forming 
part of the cafeteria, kitchen, rest or recreation room equipment is also subject 
to depreciation at the rate of 334 per cent. 

The special deduction provided by new s. 55 (2) is allowable in assess- 
ments in respect of income derived during income year ended June 30, 1946 
‘(or substituted accounting period) and subsequent years. The deduction 
* applies to all plant and equipmént of the above-mentioned description whether 
acquired by the taxpayer before, during or after year ended June 30, 1946. 
Plant and equipment coming within the provisions of new s. 55 (2) are 
also subject to the special initial depreciation allowance of 20 per cent. 
provided by new s. 57A if the plant and equipment was acquired or installed 
by the taxpayer during any of the five income years ended June 30, 1946 to 
1950, inclusive, or during accounting periods substituted for those years. 

Example (1) Amenities referred to in s. 55 (2) acquired on September 
30, 1945, costing £1,860: 


























Prime Diminishing 

Cost Cost 
Cost September 30, 1945 .. .. .. .. £1,860 £1,860 
Initial allowance for year ended June 

30, 1946, under s. 57A Band 20 _ 

a 372 372 372 372 
Reduced cost under s. 57A (2) .. £1,488 £1,488 
Ordinary depreciation year ended June 

30, 1946—9 months at 334 per cent. 

per annum on reduced cost £1,488 .. 372 372 372 372 
Depreciated value June 30, 1946 .. .. 1,116 1,116 
Total allowance year ended June 30, a ~- 

a ee 744 744 
Dépreciation year ended June 30, 1947: 

334 per cent of £1,488 . 496 496 

338 per cent of £1,116-.. ........ 372 372 

620 744 
Depreciation year ended June 30, 1948 496 496 248 248 
124 496 


Depreciation year ended June 30, 1949 124 124 165 165 








Depreciated value June 30, 1949 .. .. Nil 331 





Total of allowances to June 30, 1949 .. £1,860 £1,529 
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Example (2) Amenities costing £1,000 were installed on July 1, 1937, 
the overall normal rate of depreciation under s. 55 (1) being say 5 per cent.: 


























Prime Diminishing 

Cost Cost 
Cost July 1,1937 . . 2s ver’ Bee £1,000 
Depreciation 8 years ‘ended June 30, 

1945 at 5 per cent. per annum .. .. 400 400 333 333 
Depreciated value June 30, 1945 .. .. 600 667 
Depreciation year ended June 30, 1946 

at 334 per cent. per annum .. .. . 333 333 222 222 

267 445 
Depreciation year ended June 30, 1947 

at 334 per cent. per annum... .. . 267 267 148 148 
Depreciated value June 30, 1947 .. .. Nil 297 
Total allowances to June 30, 1947 .. £1,000 £703 








SPECIAL INITIAL DEPRECIATION ALLOWANCE IN RESPECT OF PLANT 
Boucut Durinc Five Years Enpvep June 30, 1950 


New s. 57A, inserted in the Principal Act by the amending Act of 1946, 
grants an initial depreciation allowance of 20 per cent. in respect of plant 
and machinery acquired-during the post-war years. It was officially explained 
that this allowance has been made with the purposes of offsetting the present 
inflated cost of new machinery, assisting taxpayers who are commencing in 
business and aiding secondary industries in establishing overseas markets. 

Section 57A (1) provides that the initial allowance is 20 per cent of the 
cost of the property. The concession @pplies to all plant and articles in 
respect of which ordinary depreciation is allowable under s. 54 (including 
plant referred to in new s. 55 (2)). Moreover, the concession applies to 
structural improvements on_land used for the purposes of agriculture or 
pastoral pursuits. It also applies to plant, etc., used bv the owner thereof 
for the purpose of producing assessable income, whether or not he is carrying 
on a business, e.g. plant, furniture, etc., installed by the taxpayer in property 
let to tenants. The initial depreciation allowance is deductible in the year 
of acquisition in addition to ordinary depreciation as ascertained under s. 
56 in respect of that year. 

Section 57A (2) provides, that ordinary depreciation is to be, calculated 
under s. 56 (1) or (2) on the cost of the property after deducting the initial 
allowance under s. 57A (1). 

The initial allowance under s. 57A (1) applies only where the property is 
or was acquired or installed by, the taxpayer during the period of five income 
years commencing on July 1, 1945, and ending on June 30, 1950, or during 
the accounting periods substituted for those five income years (s. 57A (3)). 
It was officially explained that this limitation was imposed because the 
deduction is intended to serve the particular purpose of assisting in industrial 
development during the immediate post-war period. The deduction provided 
by new s. 57A applies both to new and second-hand plant. 
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Prime Diminishing 
Cost Cost 
Plant bought December 31, 1945—Cost £10,000 £10,000 


Initial allowance for year ended June 30, 
1946 under s. 57A (1), 20 per cent.! 2,000 2,000 2,000 2,000 








Reduced cost under s. 57A (2) .. .. 8,000 8,000 
Ordinary depreciation year ended June 

30, 1946—Half-year at, say, 10 per 

cent per annum on-reduced cost £8,000 400 400 400 400 


























Depreciated value June 30, 1946 .. .. 7,600 7,600 
Total allowance year ended June 30, 
te ok ie 2,400 2,400 
Depreciation year ‘ended June 30, 1947 : 
10 per cent. of £8,000 .. .. .. : 800 800 
10 per cent. of £7,600 .. .. .. .... 760 760 
6,800 6,840 
Depreciation year ended June 30, 1948 800 800 684 
Depreciated value June 30, 1948 .. .. 6,000 6,156 
Total of allowances to June 30, 1948* .. £4,000 £3,844 














The initial deduction provided by new s. 57A (1) is not compulsorily 
applied. It will, however; be allowed in all cases except where the taxpayer 
notifies the Department that he does not desire to take advantage of the 
concession. Section 57A (4) provedes that the election by the taxpayer not 
to have s. 57A (1) applied must be in writing, signed by him or on his 
behalf, and delivered to the Commissioner on or before the last day for 
furnishing his return in respect of the income year in which the property 
was acquired or installed, or within such further time as the Commissioner 
may allow. Should the taxpayer desire the total exclusion of s. 57A (1) 
from his assessments he should make elections in respect of each of the five 
years ended June 30, 1950, in which new plant is acquired. The taxpayer 
may decide not to accept a deduction of the initial allowance in respect of 
plant acquired, say, during year ended June 30, 1946, because in respect of 
that year he is operating at a loss. In respect of that year he will make the 
election under s. 57A (4). He may acquire further plant during, say, year 
ended June 30, 1948, when a profit is revealed. He may, therefore, decide to 
accept the initial deduction of 20 per cent. in respect of the second purchase. 
In that event, he will refrain from making the election under s. 57A (4) in 
respect of plant acquired during year ended June 30, 1948. 

The taxpayer cannot, however, postpone taking the initial allowance in 
respect of plant acquired in any income year so as to avail himself of it in a 
year subsequent to the year in which the plant was acquired. He must 
either accept or reject it in the year in which he acquires the plant. 


1. The full initial allowance of 20 per cent. is deductible notwithstanding that the plant was 
installed after the beginning of the income year. 

2. Where plant is acquired during the year of income many taxpayers do not claim depreciation 
in respect of the broken period. Where this practice prevails the claim for the year of acquisition 
will be confined to the initial allowance under new s. 57A. 

3. The total of the depreciation allowances, including the initial allowance, must not exceed 
the cost of the plant. 
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PLant Etc. Usep Partity ror PropucinGc ASSESSABLE INCOME 


Section 61 provides for a proportionate depreciation allowance where the 
use of any property by the taxpayer has been only partly for the purpose of 
producing assessable income. By the amending Act of 1946, this provision 
has been made to apply:.to the initial allowance under new s. 57A. 

Prime Cost Basis 
Allowable Non-allowable Total 
depreciation deduction depreciation 
Motor car bought July 1, 1946, 
used to extent of two-thirds in 





a business, Cost .. .. £600 £300 £900 
Initial allowance under s. 57A (1) 

pg rr Oe pee 120 120 60 60 180 180 
Reduced cost under s. 57A (2) 480 240 720 
Ordinary depreciation year ended 

June 30, 1947, 15 per cent. .. je. 7&2 36 36 6108 = 108 
Depreciated value June 30, 1947 408 204 612 
Depreciation year ended June 30, 

DU ba he 8d) .08 “e802 eo. 3% 72 72 36 36 ©6108 108 
Depreciated value June 30, 1948 336 ; 168 504 
Car sold during year ended ns 30, 

1949 for £450 .. .. . 320 160 480 


Loss on sale deductible under 
eee bs dt we sw se cen. Se 16 £8 8 £24 24 





Total of allowances under ss. 54, 
57A and 59 in accordance with 
a: He Sees Ege es 8 £280 £140 £420 


VIsITING Experts ASSISTING IN THE DEVELOPMENT OF 
AUSTRALIAN INDUSTRY 


Section 23 (c) (vii)-of the 1936 Act provided for the exemption of income 
derived as director’s fees, salary or wages by a non-resident during a business 
visit to Australia if the visit did not exceed six months. This paragraph has 
been deleted by the Amending Act of 1946 and a new paragraph has been 
inserted in its stead. 

New s. 23 (c) (vii) provides for the exemption of income derived as 
director’s fees, salary or wages by a non-resident, during a visit to Australia 
during which he acts as a director, manager or other administrative officer 
of, or is employed as a consultant, technician or operative in, a manufacturing, 
mercantile or mining business or a business of primary production. The 
class of visitor has thus been extended to include consultants, technicians and 
operatives visiting Australia, i.e. in addition to directors, managers and 
administrative officers. 

The exemption period also has been extended from six months to income 
derived during the first year of the visit, and is capable of extension for a 
further year if the Treasurer, acting on the recommendation of the Secondary 
Industries Commission, decides that an extension is desirable. 

Unlike its predecessor, the exemption under new s. 23 (c) (vii) will be 
allowed in respect of the period of one or two years, as the case may be, 


. 
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even though the visit may extend beyond the exemption period. Under the 
previous law the exemption from Commonwealth income tax applied whether 
or not the income derived in Australia by the visitor was subject to income 
tax in the country in which he ordinarily resided. A drastic change is in- 
corporated in new s. 23 (c) (vii), which provides that the exemption provided 
by the paragraph shall apply only to income “which is not exempt from 
income tax in the country where the non-resident is ordinarily resident.” 

New s. 160 ABA, inserted by the amending Act of 1946, contains a 
complementary provision to cover the case of a visitor to Australia who is 
not entitled to the exemption provided by s. 23 (c) (vii) because he does not 
pay tax on his income earned in Australia to the country in which he ordinarily 
resides. The effect of new s. 160 ABA is that the visitor is liable to pay 
Commonwealth income tax on his income or the tax which he would have 
paid in hts own country if the income had been taxable there, whichever 
amount of tax is the lesser. 
* The net effect of new s. 23 (c) (vii) and s. 160 ABA is that no visitor of 
the kinds specified in sub-paragraph (vii) will be placed in respect of his 
Australian earnings, in a worse position, as to taxation, than if he had not 
come to Australia. 

The above-mentioned provisions apply to income derived during year 
ended June 30, 1946, and subsequent years. 


EXEMPTION OF Pay AND ALLOWANCES OF CERTAIN MEMBERS OF THE 
DEFENCE Force 

The following is a brief official summary of the exemptions granted to 
members of the Defence Force prior to the amendments of s. 23 (s) and 
other relevant provisions made by the Amending Act of 1946: 

(a) The exemption of all pay and allowances earned by a member of 

the Defence Force whilst out of Australia. 

(b) The exemption of pay and allowances earned by a member in 
Australia— 

(i) from the first day of July immediately preceding the date of 
embarkation for overseas service until the date of embarkation ; 

(ii) during the whole of the year of income prior to that in which 
the member embarked for overseas service; and 

(iii) during the three months following return to Australia from 
overseas service. 

Corresponding exemptions applied to Naval ‘personnel serving in a 

sea-going ship and to Air Force personnel serving as members of the 

air-crew of an operational squadron in Australia. 

(c) The exemption of dependants’ allowances and deferred pay. 

(d) The allowance of a special deduction of up to £250, varying according 
to the amount of the member’s income but subject to an income limit 
of £586. 

On February 13, 1946, the Government announced its intention of varying 
the provisions of the Act relating to the exemption of pay and allowances 
earned by service personnel. It was considered that the continuation of the 
exemption of pay and allowances earned im Australia was not warranted in 
the case of members going abroad for service during peace-time. On the 
other hand, it was decided to continue’ until June 30, 1947, the exemption of 
pay and allowances earned out of Australia in the case of members who are 
receiving special war-time rates of pay. It should be observed that at present 
all members of the Services are receiving special war-time rates of pay. 

Section 23 (s),has been amended by the 1946 Act to give effect to the 
above-mentioned decisions. The following is a summary of the amend- 
ments : 
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(a) The exemption provided by s. 23 (s) ceases to apply to pay and 
allowances earned after February 13, 1946, whether in or out of 
Australia unless the member is in receipt of special war-time rates of 
pay and allowances, as defined. 

(b) The exemption under s. 23 (s) is withdrawn in respect of all pay and 
allowances earned after June 30, 1947. This is so whether the service 
after that date is in or out of Australia, and irrespective of whether 
or not the pay or allowances answer the description of special war-time 
pay and allowances. 

(c) Pay and allowances earned out of Australia will be exempt until 
June 30, 1947. N.B.—Pay and allowances shall not be deemed to 
be earned out of Australia if they are earned after February 13, 1946, 
during any period in which a member— * 

(i) serves or is borne in a ship while that ship is operated in or 
between Australian ports; or 

(ii) serves in an aircraft which is engaged in a flight from an 
airport in Australia which does not involve landing at an airport 
outside Australia. 

(d) Members of the Occupation and Interim Force, as defined, are entitled 
to the retrospective exemption provided by s. 23 (s) (ii) of pay and 
allowances earned in Australia up to two years prior to embarkation 
for service out of Australia and to the prospective exemption under 
s. 23 (s) (iii) of pay and allowances earned in Australia during the 
three months subsequent to return from overseas service only if they 
volunteered for service with the Occupation or Interim Force on or 
before February 13, 1946. The exemption applies even though they 
actually leave Australia after February 13, 1946. Members who 
volunteered after that date will be exempt only in respect of pay and 
allowances earned out of Australia. The exemption for both classes 
expires on June 30, 1947. 

{e) The retrospective exemption under s. 23 (s) (ii) and the prospective 
exemption under s. 23 (s) (iii) is granted to other members of the 
Defence Force if, on or before February 13, 1946, the member has 
been posted, appointed, drafted or allotted for “service out of Aus- 
tralia” or in a “sea-going ship” and as a result of that posting, etc., 
has, after February 13, 1946, served outside Australia or in a sea- 
gging ship. N.B.—“Service out of Australia” does not include ser- 
vice in a ship during any period after February 13, 1946, during which 
the ship is operated in or between Australian ports. Such a ship is 
also excluded from the definition of “sea-going ship.” 

(f{) Members of the Defence Force who, on February 13, 1946, were 
outside Australia or serving in a sea-going ship or serving as mem- 
bers of the air-crew of an operational squadron in Australia and who 
had qualified for the exemption under s. 23 (s) (ii) and (iii) are 
not affected by the 1946 amendments,. except that, in common with: 
all other members, there is no exemption of pay and allowances earned 
after June 30, 1947,-whether within or out of Australia. Subject to 
this limitation a member who was outside Australia on February 13, 
1946, and who serves the necessary qualifying period prior to his 
return to Australia is not deprived of any previously existing exemp- 
tion to which his service entitled him. 

(g) Where a member has returned to Australia on or before February 
13, 1946, he is entitled to the three months’ exemption provided by 
+ 23 (s) (iii) even though that period terminates after February 
13, 1946. 

(h) The definition of a sea-going ship has been amended to exclude a 


c 
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ship which is operated after February 13, 1946, in or between Aus- 
tralian ports. Correspondingly, pay and allowances shall not be 
deemed to be earned out of Australia if they are earned after February 
13, 1946, during any period in which the member serves or is borne 
in a ship while that ship is operated in or between Australian ports. 
Thus, in calculating the qualifying period under s. 23 (s) (ii) of 
three months continuous, or six months discontinuous, service on a 
sea-going ship, service on a ship after February 13, 1946, while it is 
operated between Australian ports will not be counted. 

(i) Section 24 (s) (ii) (2) contained retrospective and prospective 
exemptions of the pay and allowances earned in Australia by members 
of the air-crew of operational squadrons stationed in Australia. 
Paragraph (iii) of the second proviso to s. 23 (s), inserted by the 
Amending Act of 1946, provides that s. 23 (s) (ii) (2) shall not 
apply in the case of a member who, after February 13, 1946, is posted 
or attached as a member of the air-crew of a squadron in Australia. 
This amendment does not affect the retrospective and prospective 
exemption of pay and allowances in Australia of a member who, on 
February 13, 1946, was serving as a member of the air-crew of an 
operational squadron in Australia, except that pay and allowances 
earned after June 30, 1947, are not exempt. ; 


Example : 

A became a member of the A. M. F. on January 10, 1942. He remained in 
Australia until May 15, 1944, when he embarked for New Guinea. He 
returned to Australia on April 1, 1945, and served in Australia until January 
15, 1946, when he volunteered for service with the Occupation Force. He 
went to Japan on. March 31, 1946 and returned to Australia on October 15, 
1947. He was discharged from the A.M.F. on November 30, 1947. 

(a) A is assessable in respect of pay and allowances earned in Australia 

between January 10, 1942, and June 30, 1942, inclusive. 

(b) As he served continuously outside Australia for 90 days after May 
15, 1944, he is exempt under s. 23 (s) (ii) in respect of pay and 
allowances earned in Australia during the. following periods: 

(i) The whole of income year ended June 30, 1943. 
(ii) From July 1, 1943, to May 15, 1944. 

(c) He is exempt under s. 23 (s) (i) in respect of pay and allowances 
earned out of Australia from May 15, 1944, to April 1, 4945. 

(d) He is exempt under s. 23 (s) (iii) in respect of his pay and allowances 
in Australia for the period of 90 days from April 2, 1945, to June 
30, 1945, inclusive. 

(e) As A volunteered for service with the Occupation Force on or before 
February 13, 1946, he is exempt in respect of his pay and allowances 
in Australia from July 1, 1945 to March 31, 1946, the date of his 
departure for Japan (s. 23 (s) second proviso (ii) ). 

(f) He is exempt in respect of pay and allowances earned out of Australia 
from March 31, 1946, to June 30, 1947. 

(g) He is assessable in respect of pay and allowances earned on and 
after July 1, 1947, until his discharge on November 30, 1947, even 
though part of this service was outside Australia (s. 23 (s) second 
proviso (iv) ). 

In conformity with the amendments to s. 23 (s) the exemption provided 
by s. 23 (t) in respect of deferred pay has been limited to payments in respect 
of service prior to July 1, 1947, during which the member is in receipt of 
special war-time pay, and allowances. Five per cent. of any deferred pay not 
exempt under s. 23 (t) is assessable under s. 26 (d). 
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The special diminishing deduction of £250 provided by s. 81 has been 
withdrawn as from July 1, 1947. 

The exemption under s. 23 (t) (i) of payments made by way of dependants’ 
allowances has not been modified by the 1946 Act. 


Repairs Do Not CHANGE THEIR CHARACTER BECAUSE CARRIED ON 
CONTEMPORANEOUSLY WITH IMPROVEMENTS 


In 10 C.T.B.R. Cas. 83, an antiquated and dilapidated hotel was converted 
into a modern hotel. It was found that part of the expenditure answered 
the description of “repairs”; the balance represented improvements. The 
Commissioner contended that even if the work was of a kind which would 
ordinarily be repairs it was either repairs of a capital nature or improvements, 
because what was done to the hotel as a whole was essentially an improvement 
and the repairs (if any) were incidental to or part and parcel of that 
improvement. The Board of Review rejected this contention: “It must be 
admitted that the contractor effected a remarkable improvement to the hotel 

. But how does this affect the character of the very extensive repairs that 
were undertaken? The whole of the premises was in a state of disrepair and 
the damage was dealt with by improving some parts of the premises and 
repairing the others. If the repairs actually effected had been the only work 
undertaken, the expenditure would unquestionably have been allowable under 
s. 53. I am quite unable to see that, because they were effected concurrently 
with the improvements, they assume a different character,” at p. 255. 


INITIAL REPAIRS 


The taxpayer bought a hotel in May, 1939, for £2,000. During year ended 
June 30, 1940, he expended £792 on repairs which amount was claimed as a 
deduction. The building was in a dilapidated state prior to purchase. Held 
that repairs due to the state of the hotel prior to purchase were not deductible. 
The Board allowed the claim to the extent of £100 in respect of repairs, the 
need for’ which arose subsequent to purchase (10 C.T.B.R. Cas, 84). 


- REPLACEMENT OF DAMAGED ROooF 
Use of Material Other than that Used in Original Structure. 


The taxpayer company was a manufacturer of starch and glucose. Part 
of the process of manufacture involved the use of kilns in which great heat 
was generated. As a consequence it became necessary to repair the roof 
which was constructed of Baltic deal covered with malthoid, but, as Baltic 
deal was not available and local timber was unsuitable, the damaged roof 
was reconstructed of reinforced concrete and steel joists with a covering of 
malthoid. The roof so reconstructed was not as suitable for the purpose as 
one built of Baltic timber. Held that the purpose of the company was to 
restore the roof to its original condition and the use of material other than 
that originally used was not for the purpose of improvement; accordingly 
the sum expended was deductible as repairs (1 R Comr. v. African Products 
Mfg. Co. Ltd. (1944) 13 Tax Cas. 164). In the above case Rhodesia 
Railways Ltd. v. Collector of Income Tax, Bechuanaland (1933) A.’C. 368 
was applied. In that case steel sleepers were used instead of wooden sleepers 
for about half the line renewed. 


Lire AssuRANCE COMPANIES 
Profit on Change of Investment Held to be Assessable 
The taxpayer, a life assurance company, was assessed on the following 
sums received during the relevant year of income: 
(a) £15,000 being premium received on; ns. acre before maturity of 
certain debentures. 
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(b) £6,041 being profit on realization during the year of Commonwealth 
Government stocks of a face value of £813,280. 

Held: (By majority) that the above-mentioned sums were assessable 
(10 C.T.B.R. Cas. 121)—“The transactions represent what has been 
described as the ‘business use of money’ by ‘a company which carries on a 
business and employs its funds for and in that business.’ These are the 
words of Lord Sumner describing the general nature of the operations of a 
mutual life assurance company. National Provident Institution v. Brown 
((1919-21) 8 Tax Cas, at p. 96)—and they point the distinction between 
cases in which the investment of funds constitutes an essential feature of a 
business and cases in which investment is merely incidental. The former kind 
of activity is illustrated in the cases already discussed (Northern Assurance 
Co. v. Russell (1889) 2 Tax Cas. 551; Scottish Union and National As- 
surance Co. v. Smiles (1889) 2 Tax Cas. 551; Liverpool,and London and 
Globe Insurance Co. v. Bennett (1911-13) 6 Tax Cas. 327; Royal Insurance 

“Co. Ltd. v. Stephen (1928) 14 Tax Cas. 22); the latter is to be seen in 
the accounts of ordinary commercial and industrial concerns, which occasion- 
ally hold part of their liquid assets in the form of government stock,” at p. 
369. 


Bonus SHARES ARISING FROM RE-VALUATION OF CAPITAL ASSETS 


The taxpayer company was a shareholder in a company which in 1936 
was carrying on a highly succéssful business. Over the years prior to 1936 
the operating company had pursued a policy of devoting substantial sums to 
writing down the book values of its assets. This policy was actuated by 
a desire to provide substantial inner reserves and to keep the disclosed profits 
as low as possible lest rivals should be encouraged to enter the field in which 
the company was operating. In 1936, it was decided to write up the book 
value of the assets to figures which were still below their real values. The 
operating company then declared a dividend wholly and exclusively out of 
the profit arising from such re-valuation, the dividend being satisfied by 
the issue of the company’s shares. Held that the dividend so paid was 
exempt under the provisions of the New South Wales Act corresponding to 
s. 44 (2) (b) (ii) of the Commonwealth Act (Hardie Investments Pty. 
Ltd. v. C. of T. (N.S.W.) (1946) (not yet reported) ). 

Owen J. expressed the opinion that an examination of the judgments in 
Dickson v. F.C. of T. (1940) 1 A.I.T.R. 515, and C. of T. (N.S.W.) v. 
Henry (1941) 2 A.I.T.R. 216, justifies the following propositions : 

“(1) The ‘re-valuation’ of which the section speaks does not create 
profits but merely reveals their existence. The section was intended 
to operate in the light of a well-known practice whereby well- 
managed companies undervalue rather than overvalue their assets 
and of the fact that the purpose of a balance sheet is ‘primarily to shew 
that the financial position of the company is at least as good as there 
stated, not to shew that it is not or may not be better.—( Newton v. 
Birmingham Small Arms Company, Limited, (1906) 2 Ch. 378 at 
p. 387.) 

(2) The ‘valuation’ of the asset which is later ‘revalued’ need not be a 
genuine estimate of value; it is, sufficient if it is a figure bona fide 
assigned in the company’s books immediately prior to the re-valuation 
as representing the value of the asset for the purpose of the com- 
pany’s accounts. : 

(3) The requirement of bona fides is satisfied if it is shown that the figure 
assigned in the company’s books as representing the value of the 
asset for accounting purposes was arrived at by following a prudent 
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business policy and according to a recognised practice of company 
management and not for the purpose of defrauding the revenue or 
for the sole and deliberate purpose of later re-valuing the asset at a 
higher figure. 

(4) The figure at which the asset is re-valued must not exceed that 
which would be assessed by a prudent man as its true value. 

(5) The re-valued asset must be one which was not acquired for the pur- 
pose of resale at a profit. 

(6) The dividend used for the purpose of paying for the shares issued 
by the company declaring the dividend must have been paid wholly 
and exclusively out of the profits revealed by the re-valuation.” 

His Honour went on to say: “In the present case no questions arise on the 
last two conditions, and in my opinion the appellant has satisfied the other 
requirements. It seems to me immaterial that the 1936 balance sheet values 
of the assets were arrived at by periodically writingsdown the values at which 
the assets originally stood. The material matter is the balance sheet value 
immediately prior to re-valuation and, except on the question of bona fides, 
I think the process by which that balance sheet value was reached is im- 
material. Where the value of an asset is shown as its cost and that figure 
is below its true value, a profit is revealed if the asset is re-valued at its 
true value. Why is a profit not also revealed if the value shown in the 
balance sheet is less than the cost and the asset is later re-valued at its true 
worth or at a figure closer to it than was the balance sheet value? I can 
see no sound ground for distinguishing the present case from Dickson’s Case.” 


EXEMPTION OF REVENUE OF PuBLIC AUTHORITY 

The following is an extract from 10 C.T.B.R. Cas. 100 at p. 290: “The 
expression ‘public authority’ is one which, although frequently appearing in 
statutes and judicial decisions, does not appear to have been authoritatively 
defined . . . The expression certainly has a very wide and various applica- 
tion. It naturally applies to all persons and bodies representing the Crown 
in-any of its many manifestations, whether or not their authority is derived 
from the express  Rescreena of public statutes. Obviously, however, it is not 
limited to servants or representatives of the Crown. Indeed, its most familiar 
use is by way of application to local governing or other bodies which (with 
rare exceptions) do not represent the Crown but which are vested with 
statutory powers and functions required to be exercised with regard to some 
localized or otherwise limited section of ‘the community.’ And in view of 
the terms of s. 23 (d) it is clear that bodies of this kind are the ‘public 
authorities’ there referred to.” In the above case it was held that a profes- 
sional organization was not a public authority. 


RATES OF DEPRECIATION 
The following items included in revised Income Tax Order 1217 have not 
hitherto been reported in this Journal: 
‘ Percentage 
‘ allowed 
Air-conditioning Plant— 
Structural alterations and additions associated with the installation 
of such plant which form an — ath of the _ 


Bank Safes—Portable iy ‘ ei Sas 
Buildings— 

Cork board used in insulating eold storage chambers... ve Or" 
Cheese-making Plant— 

Cheese treatment’ plant i ‘a ‘fe $s ¥ va ae 
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Flour-milling Plant and Machinery— 
Silos, steel and concrete ie S% is es ar 
Bins, wooden a ix .¥ is v i soi oe 

ABANDONMENT OF AVERAGE TABLE 
Because of Permanent Reduction in Income 
The taxpayers’ taxable income for 1939 was £2,309. | The average income 
for the five years 1935-39 was £4,474, two-thirds of which was £2,983. The 
taxpayer claimed that the averaging provisions should not be applied to the 

1939 taxable income because it had been permanently reduced to an amount 

which was less than two-thirds of the average taxable income. The tax- 

payer had been a substantial holder of shares in a pastoral company. Sub- 
sequently he and other shareholders relinquished their interests in the com- 


_ pany and took in return a proportionate share of its assets including a stud 


sheep property. With these assets the retiring shareholders began a stud 


‘sheep breeding business in partnership. The partnership was now the sole 


source of taxpayer’s income and appeared likely to remain so. As the 
taxpayer had a one-third interest in the partnership it followed that his 
taxable income would always be less than £2,983 unless the partnership’s 
net income for any year equalled or exceeded £8,949. It was decided on the 
evidence that the partnership’s net income was unlikely to rise as high as 
£8,949, its history to date of hearing being—1939, net income £3,665; 1940, 
net income £2,098; 1941, deficiency £1,444. Held claim allowed (10 
C.T.B.R. Cas. 123) “Before the claim can succeed, it is necessary for the 
taxpayer to establish that the taxable income has been permanently reduced 
to less than £2,983. The mere probability of such reduction is not enough. 
The evidence must have sufficient weight to indicate that no other conclusion 
could reasonably be reached . . . It. is not necessary, of course, for the tax- 
payer to establish that the income cannot possibly exceed that amount in any 
circumstances. All that is required, we think, is to demonstrate that, as far 
as can be foreseen for an indefinite period, the taxable income for any year 
will not reach that amount” at p. 377. 


Wuere Cost To DEBTOR IN REPAYING LOAN Is Lxss THAN 
_ Amount or Loan. 

A company, a building contractor, borrowed £9,000 for business purposes. 
Under agreement, it discharged its obligation by transferring to the lender 
certain shares which cost the company £3,003 and by ceding to him its 
interest in a debt of £2,795 due to it by another company. Held that the 
difference between the debt £9,000 and the cost to the company in discharging 
it, £5,798, viz. £3,202, was a profit of a capital nature and was not assessable 
(I. R. Comr. v. A. R. Ellis (Pty.) Lid. (1944), 13 Sth. Af. Tax Cas. 66). 
N.B.—The Court distinguished the above case, where the company was 
a building contractor, from the decision in Overseas Trust C orporation Ltd. 
v. I. R. Commissioner (1926) 2 Sth. Af. Tax Cas. 71 where the taxpayer 
was a company formed for the express purpose of trading in and exploiting 
the shares it had purchased. 


War-Time (Company) Tax 
Decisions of Board of Review 
Capital Employed 

The taxpayer company declared a dividend on October 31, 1939, and 
credited this sum to its shareholder cempany. The Commissioner, in 
ascertaining the capital employed under s. 24, treated the sum as having 
been withdrawn from the fund of accumulated profits as from October 31, 
1939. The taxpayer company contended that as the dividend was not paid 
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but was merely transferred from the profit and loss account to the credit of 
the shareholder, the amount of the dividend should be treated as accumulated 
profits for the whole of the accounting. period. Held: Taxpayer’s claim 
disallowed, as the unpaid dividend was, in effect, moneys on loan from the 
shareholder (10 C.T.B.R. Cas. 134). 

The taxpayer company on March 31, 1941, declared a dividend payable on 
May 30, 1941, to shareholders registered at March 31, 1941. In calculating 
the capital employed the Commissioner treated the accumulated profits as 
having been reduced as from March 31, 1941. The company claimed the 
. reduction did not take place until May 30, 1941. Held: Claim disallowed 
(10 C.T.B.R. Cas. 139). 

Certain dividends were paid during accounting period ended July 3, 1940, 
and were admittedly declared out of the profits of accounting period ended 
June 28, 1939. They were, however, actually paid out of money provided by 
thé*accumulation of profits earned during accounting period ended July 3, 
1940. The company contended, therefore, that the accumulated profits at 
June 28, 1939, were not drawn upon for payment of the dividends and, 
therefore, the capital employed for accounting period ended July 3, 1940, 
should not be diminished in respect of the dividends. Held: Claim disallowed 
(10 C.T.B.R. Cas. 135). “In our opinion the cash position in any year or at 
any particular date does not determine the source from which a dividend is 
paid when shareholders receive the distribution in cash. Profits are not 
identical with cash or securities or assets shown in the halance-sheet. Profits 
are a surplus of income for a given period over the_expenditure and charges 
(arrived at in accordance with accepted accountancy principles) for the same 
period. A surplus may or may not be shown in actual cash. As often as not 
it is absorbed in the assets as a whole,” at p. 416. 

The amount standing to the credit of Reserve for Unexpired Risks at the 
beginning of the relevant accounting period cannot be included in the capital 
employed of that period (10 C.T.B.R. (Cas. 136) Sun Insurance Office v. 
Clark (1912) 6 Tax Cas. 59 applied. 

An amount representing the cost of shares in other companies was excluded 
from the capital employed under s. 24 (1) (iii). The company objected on 
the ground that certain of the shares were acquired by means of borrowed 
money. The loan had since been repaid and no borrowed money was used 
in the business during the relevant accounting period. Held: Claim disal- 
lowed (10 C.T.B.R. Cas. 137). 

A non-resident company operated in Australia by means of a branch. The 
Commissioner calculated the capital employed by including therein the average 
monthly balance of the Head Office Account. The company contended that 
this sum should be increased by the inclusion of losses incurred in previous 
years and transferred to Head Office Account on the ground that the sums 
represented capital used in establishing the business in Australia. Held: 
Claim disallowed (10 C.T.B.R. Cas. 140). 

A non-resident insurance company with a branch in Australia claimed 
that the capital employed in, Australia should be arrived at as follows: 


Australian premiums . 
Worll prantans of World Capital. 
The Commissioner calculated the capital employed by reference to the net 
assets actually in Australia. Held: Claim disallowed (10 C.T.B.R. Cas. 141). 
The Board held that the capital employed in Australia is limited to capital 
represented by assets physically employed in Australia. 
In 10 C.T.B.R. Cas. 143 underwriting and preliminary expenses written 
off before the beginning of the relevant accounting period were held not to 
be part of the capital employed of that period. 
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PAYMENTS MApE By COMPANY TO RETIRING DIRECTORS IN CONSIDERATION 
OF COVENANTS IN RESTRAINT OF TRADE 


In Associated Portland Cement Manufacturers Ltd. v. Kerr; Same v. I. R. 
Comr. (1945) 2 All E.R. 535, the English High Court held that payments 
to retiring directors barring ‘them from engaging in future activities in 
competition with the company were of a capital nature and, consequently, 
were not deductible. This decision has been affirmed by the Court of 
Appeal (1946) 1 All E.R. 68. 


REBATE UNDER S. 159 in Respect oF DIVIDENDS RECEIVED FROM 
ENGLISH COMPANIES 


In 10 C.T.B.R. Cas. 127, the taxpayer received dividends on shares held 
on the London register-of two English companies from each of which. the 
company had made a deduction in respect of United Kingdom income tax paid 
by the company on its profits. He claimed that he had paid United Kinglo 
income tax on the dividends and was therefore entitled to the rebate provided 
by s. 159. Held: Claim disallowed. The Board referred to Jolly v. F. C. of 
T. (1933-34) 50 C.L.R. 131; 2 A.T.D. 362, in which Dixon J. stated the 
respective positions, under English income tax law, of recipients of interest 
and recipients of dividends. In the case of recipients of interest there is a 
deduction of tax and the payer must account to the Crown for the deduction. 
This means that the recipient of the interest has actually paid tax by way oi 
deduction at the source. It is quite clear, however, that any deduction from 
dividends under Rule 20 of the General Rules under the English Income 
Tax Act 1918 is not a deduction of tax (except, perhaps, notionally for 
purposes of relief or sur tax) and that the Crown is not entitled to the sum 
deducted. J. R. Comrs. v. Cull (1939) 22 Tax Cas. 603, where Lord 
Macmillan said at p. 643: “The company has not suffered deduction of Income 
Tax from its profits or gains; it has paid Income Tax on its profits or gains. 
The divisible fund is diminished by that payment, no doubt, but this cannot 
properly be described as a deduction of tax at the source of the shareholder’s 
dividend.” On these authorities the Board held that the deductions on which 
the taxpayer based his claim for a rebate under s. 159 were not payments of 
United Kingdom income tax by him on the amounts of the dividends con- 
cerned, and as the main condition prescribed to entitle him to a rebate under 
that section had not been fulfilled his claim must be rejected. 

The position as stated above applies where the company is entitled to retain 
the sum deducted for its own use. The shareholder is assessable to Common- 
wealth income tax on the net amount actually received by him, expressed in 
Australian currency. He is not entitled to the deduction under s 72A or 
the rebate under s. 159. Where, however, the company is obliged to account 
to the Inland Revenue Department for the tax deducted (e.g., an Australian 
company with an English register paying a dividend to a resident of England) 
the recipient of the dividend has actually paid United Kingdom income tax 
by way of deduction at the source. In these circumstances the full amount 
of the dividend derived by a resident of Australia (i.e., the amount received by 
the shareholder plus the tax deducted and paid by the company to the Inland 
Revenue Department). must be included in the assessable income of the 
shareholder for purposes of Commonwealth income tax. Where the share- 
holder is not a resident of Australia the fyll amount of the dividend is assess- 
able to the extent to which it is paid out of profits derived by the company 
from sources in Australia. Where the dividend is paid out of ex-Australian 
profits a shareholder who is a resident of Australia is entitled to a deduction 
under s. 72A of the United Kingdom tax deducted at the source. Where 
the dividend is paid ‘wholly or in part out of Australian profits it is considered 
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that the shareholder, whether a resident or non-resident, is entitled to that 
extent to the rebate provided by s. 159, because (a) the dividend is derived 
from sources in Australia to the extent to which it is paid out of Australian 
profits (s. 44); (b) the dividend is included in, the Commonwealth taxable 
income of the shareholder, and (c) United Kingdom income tax was paid 
by.the shareholder on the dividend. 


BusINEss BEQUEATHED SUBJECT TO PAYMENT BY LEGATEE OF STIPULATED 
Sums Out oF PROFITS 


By his will, the taxpayer’s late father bequeathed to the taxpayer all his 
interest in a business, subject to the condition that, so long as the taxpayer 
carried on the business, he should be obliged to pay to each of his two 
sisters the sum of £10 monthly out of the profits of the business. - Held the 
taxpayer was taxable in respect of the full amount of the profits of the business, 
the payments made to his sisters being an application of the profits after they 
had been earned by him (13 Sth. Af. Tax Cas. 555 at p. 214). 

On the same set of facts it was held that the payments were assessable 
income of the recipients (13 Sth. Af. Tax Cas. 554 at p. 211). 

ERRATA 

The note headed “Profit on sale of mining rights” which appears on page 
150 of the April, 1946, issue of the Journal contains a decision of the Privy 
Council. This decision reversed the decision of the Rhodesian Court of 
Appeal which appears on page 147 of the same issue under the heading 
“Consideration received for licences granted by holder of mining rights.” It 
was intended that the note which appears on page 150 should be inserted in 
substitution of the note appearing on page 147, but unfortunately both notes 
have appeared. 

As the note which appears on page 147 is misleading, it is suggested to 
readers that they insert at the foot of that note a narration on the following 
lines : “Reversed on appeal to Privy Council—see page 150.” 





Commonwealth Reconstruction Training Scheme 
REFRESHER CourRSsE FOR Ex-SERVICE ACCOUNTANTS AND SECRETARIES 


1. Several of the series of texts comprising the course are now ready for 
distribution and the bases on which the texts will be made available to ex- 
service members and candidates have been settled by the training authorities. 

2. As pointed out in a foreword to the series, “the course is designed 
chiefly as a means of retraining servicemen and ex-servicemen who have a 
previous knowledge of accountancy or secretarial practice. It covers 
major aspects of accounting, auditing, taxation, company law and 
secretarial practice with particular reference to developments during war 
years. Reference is made to basic theory and elementary principles in cases 
only where a review is necessary because of recent developments. Other 
provisions have been made under the Reconstructiofi Training Scheme for 
returning servicemen who-need a more complete training in any of the 
subjects of the course.” 

3. The complete course consists of eleven texts bearing official Technical 
Publication Serial Numbers 21 to 31 inclusive. Following is a complete 
list of the texts comprising the course: 

No. 21. Accounting Principles, 

by L. Goldberg, M. Com., A.I.C.A., A.A.LS. 
22. Classifications of Accounts and the Planning of Accounting 
Systems, 
by L. Goldberg, M. Com., A.I.C.A., A.A.LS. 
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‘23. Financial and Operating Statements as an aid to Management, 
by H. F. Downes, Dip. Com., A.C.A.A. 
24. Analysis and Interpretation of Financial and Operating Statements, 
by A. A. Fitzgerald, B. Com., F.1.C.A., F.A.LS. 
25. Accounts of Holding Companies, 
by G. E. Fitzgerald, B.A., B. Com., F.I.C.A., and A. E. Speck, 
B. Com., A.I.C.A., F.F.LA. 
26. Mechanised Accounting, 
by V. L. Solomon, F.I.C.A., A.A.LS. 
27. Cost Accounting and Budgetary Control, 
by M. V. Anderson, B. Com., F.I-C.A., F.C.A.A. 
28. Statistical Methods as Applied to Accounting Reports, 
by A. A. Fitzgerald, B. Com., F.I.C.A., F.A.LS. 
29. Trends in Auditing Procedure, 
by R. A. Irish, F.C.A. (Aust.). 
30. Taxation Amendments Since September, 1939. 
by H. R. Irving, F.C.A. (Aust.), A.C.LS. (Eng.). 
31. Company Law and Secretarial Practice, 
by R. K. Yorston, B. Com., F.C.A. (Aust.). 


4. The texts have been divided into four groups. A member of any one 
of the sponsoring Institutes will be entitled to receive all of the texts. A 
candidate of one of the sponsoring Institutes will be entitled to receive the 
texts comprising a group relating to a subject in which he has passed a 
final examination. Requirements in this regard are as follow: 


Group A Text Nos. 21-28 covering accountancy subjects. 
(Credit in Final Accounts required. ) 

Group B Text No. 29 covering Trends in Auditing Procedure. 
(Credit in Final Auditing required.) 

_ Group C Text No. 30 covering Taxation Amendments since 1939. 
(Credit in Final Income Tax required.) 

Group D Text No. 31 covering Company Law and Secretarial Practice. 
(Credit in Final Company Law or Secretarial Practice 

required. ) 

5. The course will be made available to each ex-service member or candi- 
date in one of the following three ways: 

(i) The Correspondence Course including the progressive issue of texts, 
the provision of a question paper on each text for the trainee to 
answer, facilities for additional interpretations .of the texts and 
advice on further reading. 

(ii) The Correspondence-Reading Course including the issue of texts as 
they become available, not the provision of question papers, but 
facilities for the answering of questions relating to any text which the 
trainee may wish to submit. 

(iii) Part-Time Classes which may be arranged in each State by the 
Deputy Director of Industrial Training and his Regional Advisory 
Committee in Accountancy and Secretarial Training. Classes are 
unlikely to be established at the outset, but may be regarded as a 
likely development if the demand arises. 

6. It will be observed that a Correspondence Reading Course will best 
serve the purpose of a trained who does not wish to do any regular written 
work and who is interested only in the texts as such. If, on the other hand, 
a trainee wishes to crystallise his knowledge gained from the text, by 
expressing it in writing, the : Correspondence Course will be appropriate. Then 
again, if class attendance for discussion is preferred, application for Part-Time 
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Class could be submitted when an announcement is made that such classes 
have been arranged within the State in which the applicant resides. 

7. Application 

Before the Training Authority can proceed with any form of training it is 
necessary for it to receive from the Secretary of the Regional Reconstruction 
Training Committee a certificate of the eligibility of the applicant to receive 
benefits under the Scheme. For this purpose it is essential for the applicant 
to complete a C.R.T.S./1 form. The Deputy Director of Industrial Training 
then determines the switability of each applicant for any particular course. 
In the case of an applicant for a refresher course in Accountancy and/or ” 
Secretarial Practice the determination of his suitability is facilitated by the — 
production of a certificate from his Institute confirming his membership or 
the subjects he has passed. 

8. Some ex-service members and candidates may have completed a 
C.R.T.S./1 form at his Discharge Depot, or later at the office. of the 
Secretary, Regional Reconstruction Training Committee in his State and, 
at the same time, may have indicated on that form a wish to take a Refresher 
Course in Accountancy or Secretarial Practice. In those cases, the Secretary 
of the Regional Reconstruction Training Committee will in due course send 
the ex-service accountant or candidate an application form to be filied in by 
him and a certificate to be completed by his Institute. If, however, he did 
not indicate a wish to take a refresher course at the time of completing 
the C.R.T.S./1 form, he should complete an application form at the office of 
his Institute and forward it to the Secretary of the Regional Reconstruction 
Training Committee with the request that it be attached to his C.R.T.S./1 
form. 

9. In most cases, however, an ex-service member or candidate will 
have completed neither form. The best procedure for him to follow 
is to approach his Institute for an application form and certificate of 
his membership or subjects passed. He will then be advised to call 
at, or write to, the office of the Secretary of the Regional Recon- 
struction Training Committee for the purpose of completing the 
C.R.T.S./1 form and attaching to it his application and Institute 
Certificate. 

10. Availability 

Owing to the congestion in the printing trade, the preparation of the 
texts has been delayed. Several of the texts will be ready for distribution 
by the time these notes appear, but several months may elapse before all of 
them are completed. Before a course normally comes into operation, the 
precaution is taken of having all or practically all of the printed texts actually 
available and then issued progressively in sequence so that the student will 
not at any point be kept waiting for study material. If, however, this normal 
practice were followed in respect of the course under review, the training 
would obviously be so delayed as to lose much of its point as Refresher 
training available for accountant and secretaries already re-engaged in or 
about to re-engage in their civil occupations. As it happens, however, each 
text is self-contained so that the texts comprising a course may be issued, 
not necessarily in numerical sequence, but in the sequence in which they 
become available. 

11. As previously announced, the planning of the courses and the responsi- 
bility for the preparation of the manuscripts were undertaken jointly by the 
following sponsoring bodies: 


Association of Accountants of Australia. Institute of Chartered Accountants in 

















































Australasian Institute of Cost Accountants. Australia. 
Commonwealth Institute of Accountants. Chartered Institute of Secretaries. 
Federal Institute of Accountants. Incorporated Institute of Secretaries. 





Australasian Institute of Secretaries. 
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Correspondence 


The Editor, 
The Australian Accountant, 


Dear Sir, 
Re Australian Accountant, p. 33, “Notes on Contract Law,” by H. Jackson. 
Appended hereunder is an extract from the above-mentioned work: 

“An offer can be made by an act, such as displaying goods for sale 
in a shop window. A good contract is made when a person enters the 
shop to purchase.” 
This reasoning appears to be at variance with the following taken from 

Mercantile Law, Charlesworth, Sixth Edition, p. 5: 

“If a shopkeeper displays goods in his window with a ticket on them 
stating a price, his act is not an offer, but is merely an invitation to the 
public to make an offer to buy the goods at the price stated. If a customer, 
therefore, enters the shop, tenders the price and demands the article, the 
shopkeeper is not bound to sell it to him. The demand of the customer 
is the offer which the shopkeeper is free to accept.or reject as he pleases.” 
While on the subject of varying opinions, it is interesting to note Mer- 

cantile Law, Charlesworth, p. 11: 

“If the acceptance, instead of being posted, is handed to a postman to 
post, the contract is not complete until the acceptance is actually received 
by the offeror. In re London and Northern Bank (1900) 1 Ch. 220.” 
These variations, however, do make the study of subjects more interesting. 


Yours faithfully, R. S. Extis. 


Dear Sir, 
In reply to your letter dated the 15th March, 1946, enclosing comments by 


Mr. R. S. Ellis, it would seem that the matter in dispute is by whom is the 
offer made, the shopkeeper or the prospective purchaser? If a tradesman or 
shopkeeper displays goods in his window marked a certain price is he stating 
“T will sell these goods to a member of the public at the stated price” or has 
he in effect said “these goods are for sale, I will receive offers from any mem- 
ber of the public?’ To my mind the intention of the parties should be 
considered. If A displays a suit of clothes in his shop window marked £8, 
I would say it was his intention to offer them for sale to a member of the 
public for the stated price. 

J. A. Slater, B.A., LL.B., writing on contracts states “. . . if a seller 
exposes goods for sale and a passer-by takes them up with the consent of the 
seller and with the intention of purchasing them, there is a perfectly good 
contract. The seller offers to sell and the buyer agrees to buy at a fixed or 
at a fair price.” 

Stevens’ Mercantile Law, p. 12, dealing with the Essentials of a Contract, 
states : 

“In either of the following cases there is a clear contract—a definite pro- 
posal and acceptance; in the latter case to pay the fair price of the book in 
return for the ownership— 

“A may offer B a book for sale at a certain price, and B may say, ‘I take 
it at your price,’ or A may expose it for sale on a bookstall, and B may, with 
A’s consent, take it up and remove it, sdying nothing about price.” 

On this matter the same authority states that it is not always definite and 
the question is one almost entirely of fact, and must depend for its solution on 
the circumstances of each case. 


Yours faithfully, H. Jackson. 
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Partnership Accounts 
By R. A. IrisH, F.I.c.A. 


(Being a lecture delivered before the members of the Commonwealth 
Institute Students Society, N.S.W. Division) 


The operations of a partnership are basically governed by the Partnership 
Act, but unlike most other enactments there is considerable latitude allowed 
in the variations of statutory rights and obligations by agreement between the 
individual partners. It is not necessary that I should give a detailed exposition 
of the Act, but I should at least refer to certain very important provisions. 

Subject to any agreement to the contrary, it is to be remembered that 
profits and losses on trading are shared by the partners equally. This is so 
irrespective of the amount of capital contributed. The Act also provides that 
no salary is payable to a partner before the determination of profits and no 
interest on capital is allowable. Interest on advances is provided for and 
in New South Wales the rate stood at 7% per annum, but it is considered 
that this would now be overridden by the National Security (Economic 
Organisation) Regulations. However, it is very rarely in practice that the 
partners do not reach an agreement, even if only verbal, as to the rate of 
interest which is payable on special advances. 

The books of account of a partnership are virtually the same as those which 
are kept for a sole trader. The only distinction between them is in the neces- 
sity to keep separate capital accounts to record distinctly the interest of each 
partner in the partnership. Coupled with this there will necessarily be 
separate drawings accounts for each partner. 

It is simple enough to open the books of a partnership. If the partners 
commence the business by paying in a cash sum as capital the appropriate 
amounts are credited to their respective capital accounts direct from the Cash 
Book. If, however, two businesses are merged into a partnership and the 
respective assets and liabilities of each become the assets and liabilities of 
the partnership, journal entries are necessary to incorporate such assets and 
liabilities into the partnership books. Thus you would find an entry whereby 
the assets and liabilities of one partner are brought into the books and the 
net difference between the two is credited to his particular capital account 
and, similarly, with the other partner. It is rather important to recognise that 
prior to the partnership each partner looks on his individual assets as his 
own property but after the partnership has been commenced, it is impossible 
to identify a particular item of stock or plant, or any other asset for that 
matter, as an asset of an individual partner. Whereas prior to the partnership 
a man may say of an item of furniture, “This is mine,” after the partnership 
has commenced he must say, “This is ours.” 

The final accounts of a partnership are drafted in much the same way as 
those of a sole trader, but there are a few points which are worth noting. 
There is, for instance, quite considerable argument as to whether there 
should be an Appropriation Account for a partnership but my own advice 
is that it is better to divide the Profit and Loss Account into two sections, the 
first section disclosing the operating profit of the business and the second 
section making any necessary adjustments as between partners. 

For this purpose, salaries paid to partners should be regarded as a business 
expense and shown separately from other salaries in the first section of the 
Profit and Loss Account. Likewise, interest on advances made by a partner 
as distinct from capital should be taken into the first section of the account. 
The reason for these items being treated in this way is that partners’ salaries 
are really management salaries which naturally must be taken in before 
operating profit is struck and there is no real distinction between interest 
on a partner’s advance and, say, interest on a bank overdraft. 


r= 


a er te ERS Tht nem tee 





* 


190 THE AUSTRALIAN ACCOUNTANT MAY 


Interest on capital and interest on drawings are, however, adjustments as 
between the partners and do not affect the real profit, so they must be taken 
into the second section of the Profit and Loss Account. 

The Balance Sheet is set out similarly to that of a sole trader, the floating 
assets being shown first on the assets side of the Balance Sheet followed by 
fixed and intangible assets in that order. The liabilities to outside persons 
must be shown first on the liabilities side, followed by advances by partners 
as distinct from capital, current accounts, if any, and, last of all, partners’ 
capital accounts. The orthodox method of setting out provides that part- 
ners’ capital shall always be the last item on the liabilities side of the Balance 
Sheet. ’ 

At this juncture, it might be pertinent to point out that very frequently 
when solicitors draft partnership agreements, they provide for a fixed capital 
and in that event correct accounting demands the opening of a current account 
for each partner as well as capital accounts. The current accounts will record 
at any time the undrawn profits of the individual partners. Otherwise normal 
accountancy procedure allows for fluctuating capital accounts whereby the 
initial contribution of capital varies in subsequent years according to the 
excess or otherwise of profit over drawings. It is rather important, however, 
in examination problems to make the distinction between fixed and fluctuating 
capital as we shall note later in relation to Garner v. Murray problems. 

Examiners are very fond of asking little questions about the goodwill of 
partnerships and strangely enough they are usually badly answered. I attribute 
this partly to the fact that text-books endeavour to give a number of varying 
entries, though in my opinion practically all goodwill problems, at least on 
the admission of a new partner, fall into one of two classes as I shall endeavour 
to show. 

On the admission of a new partner the entries involved will vary according 
to whether the Goodwill Account is on the books at full value or whether there 
is no Goodwill Account at all. 

If, for example, A and B are in partnership and decide to admit C as a 
new partner and the Goodwill Account is already on the books at full value 
(or alternatively the examiner has instructed you to raise the Goodwill 
Account to its full stated value) any premium paid for goodwill by the 
incoming partner must be credited to his Capital Account. This is so for the 
very obvious reason that if goodwill is on the books at full value the existing 
partners, A and B, have already been credited in their Capital Accounts for its 
full value. Therefore, any further credit from the payment by the incoming 
partner, C, amounts to a double credit to the original partners. Speaking of 
premium for goodwill, by the way, the examiner frequently refers to this 
as a share of profits and you will remember that when you are attempting 
your questions. 

Should the original partners, A and B, decide that they wish to withdraw 
from the business the amount of premium paid by the incoming partner, the 
amount so withdrawn will be debited pro rata to the individual capital 
accounts. With the time at my disposal it is not practicable for me to give 
you further reasons for this, but I do suggest, if you doubt the logic of 
my statement, that you make up a simple Balance Sheet, in which goodwill 
is stated on the books at full value, introduce the cash including premium for 
goodwill to be paid in by C and forthwith liquidate the business. You will 
find that, if all assets realise book value, unless you have dealt with your 
accounting entries in the way I have stated, you will not return to each part- 
ner the amount to which he is entitled under the partnership agreement. 

At this stage, too, I might slip in a word of warning about the necessity 
of reading examination questions very carefully and closely. I recall one 
partnership goodwill question which starts off with W carrying on a business 
and later introducing X as a partner. X, according to the question, pays W 
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a certain amount for goodwill. Most candidates proceeded to take this 
goodwill payment into the business books, whereas the question made it 
perfectly clear that the sum was paid direct to W. Naturally in a question 
of this type such a misconception would mean a heavy loss of marks. 

The other alternative entries for goodwill are really diametrically opposed 
to what I have already said. If there is no Goodwill Account on the books 
at all, it will be obvious to you that A and B have had no credit to their 
capitals for goodwill. If, under those circumstances, C is introduced as a 
partner and required to pay a premium for goodwill as well as his capital, 
the premium so paid in by C will be transferred to the credit of the capital 
accounts of A and B in proportion to the sharing of profits. Once again, 
to test the logic of this, I suggest you proceed to liquidate the partnership 
immediately after C has been introduced, allowing goodwill and other assets 
to be realised at the stated values, and you will see that these are the only 
possible entries to handle this particular transaction. 

Summed up then, the goodwill entries may be said broadly to fall into two 
groups: 

1. If goodwill is on the books at full value, or the examiner has 
specifically instructed you to raise goodwill to its full value, the 
premium paid by the incoming partner will be credited entirely to his 
capital account. 

2. If there is no goodwill account on the books and there is no instruc- 
tion to raise one, the premium paid by the incoming partner must 
be credited to the original partners, A and B, in the same ratio as they 
share profits. 

Most examination questions are related to the goodwill on the admission 
of a new partner but such goodwill can also arise on the retirement of a 
partner. When a partner retires there are in fact three alternative possibili- 
ties in regard to the accounting entries: 

1. If goodwill is already in the books at full value, obviously the partners 
have already been credited in their capital accounts with their 
appropriate share and any payment then to a retiring partner will 
simply be debited to his capital account and will automatically include 
the share of goodwill already credited to his capital account. 

2. If there was no goodwill account on the books, but the goodwill 
account is raised, then obviously the same entries will apply as in 
the foregoing case because the outgoing partner will receive a credit 
for goodwill to his capital account. 

3. If, however, there is no goodwill account on the books, the payment 
to the outgoing partner for goodwill must, if it is to be recorded 
through the partnership books, be debited either to a goodwill account, 
which is quite correct because the other partners have paid a sum 
for it and are recording it as cost in accordance with accepted prin- 
ciples, or altefnatively the goodwill payment can be debited to the 
other partners’ capital accounts, though this course is not desirable 
and not generally qyoted in text-books. 

Remember, however, that frequently the remaining partners will pay off 
the retiring partner from their personal funds and not from the firm’s cash. 
Such being the case, the retired partner’s capital account will be transferred tc 
the credit of the remaining partners’ capital accounts. 

It will often be found that on the admission or retirement of a partner an 
adjustment of assets values is necessary. The method of dealing with this 
is to open up an Assets Adjustment account or a Capital Adjustment account. 
It does not matter which title is used. The various adjustments of assets 
values are then made through this particular account. If, for example, the 
value of stock on hand is to be increased, the entry will be a debit to Stock on 
Hand account and a credit to Assets Adjustment account. If, on the other 
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hand, the value of plant is regarded as overstated, the Assets Adjustment 
account will be debited and the appropriate credit made to the Plant account 
to adjust it to the agreed value, and so on with each other asset. Obviously, 
this Assets Adjustment account or Capital Adjustment account will finish 
up with a net balance which is transferred to the existing partners’ capital 
accounts. This transfer is made in the same proportions as profits are shared 
and not in the ratio of capital. It is, in fact, most important to realise that 
in partnership accounts there is never at any time a sharing of anything other 
than in the ratio of profits except in the odd case where Garner v. Murray 
may apply, and also where there may be a contrary agreement, which is rare. 

Problems on dissolution of partnerships are relatively common in the 
examinations. To tackle them effectively a basic legal knowledge is essential. 

In the first place, it should be remembered that the goodwill of the part- 
nership, subject to contrary agreement, belongs to all the partners in the same 
proportion as they share profits. 

Secondly it must be remembered that losses, including losses and deficiencies 
in capital, are borne by partners in the same ratio as profits are shared. 

Thirdly, the assets of the firm must be applied firstly to paying outside 
debts and liabilities of the partnership; secondly to repaying each partner 
rateably what is due for advances as distinct from capital and thirdly in re- 
paying to each partner what is due to him for capital excluding any profits 
on realisation. 

Text-books tend to make partnership dissolution problems unduly difficult 
by offering a number of alternative methods of dealing with particular sets 
of facts. In my opinion, this is quite unnecessary and I intend to convey 
to you tonight one particular method which I have found meets all problems 
which may be set by the examiners. 

Actually, I am going to give you this method in the form of a formula and 
I would like to point out that it is most desirable in all sections of your 
accountancy studies to resolve your procedure into a definite sequence so that 
when you get a particular type of problem in the examination you are able 
to proceed methodically to answer it: 

1. Open a Realisation Account which has much the same functions as a 
Profit and Loss Account. This account is intended in fact to disclose 
the profit or loss.on the realisation of the assets as against the stated 
book value of the assets.’ Therefore the first entry is to debit the 
book value of the assets to the Realisation Accoufit except assets 
such as cash or debits on partners’ capital accounts which, of course, 
are not to be sold. 

2. Usually the examiner gives you a Balance Sheet at the commence- 
ment of the dissolution, but if he does not, it is most desirable you 
should see that the assets, liabilities and capital listed do, in fact, 
balance up, as I have known the examiner ta, omit goodwill with the 
idea of tricking the examination candidate. As all assets except cash 
or a debit on a partner’s capital account have been debited to the 
Realisation Account, you will set up your accounts on a proper double 
entry basis by opening accounts for the remaining items in the 
Balance Sheet. These will be, usually, cash and creditors, partners’ 
loans, capital accounts and such like. 

3. Debit Cash and credit the Realisation Account with the proceeds of 
sale of the assets. At this point I should state that the examiners 
regard setting out as a very serious section of their requirements. 
Therefore, in the Cash Account or Cash Book you should state in 
detail the: individual realisations of assets and in the Realisation 
Account itself, you should state ‘By Cash-Proceeds of Realisation’ 
and then itemise the individnal amounts realised for the individual 
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assets. This gives me an opportunity to bring home to you a very 
important thought in accountancy, namely that the ledger accounts 
should be self-explanatory. It is most necessary that any entry you 
may make in a ledger account conveys fully and in detail what the 
transaction purports to be. I cannot stress this too much. My past 
experience in the accountancy profession has shown how extremely 
vital it can be when transactions are being investigated for some 
years back. , 

4. Should any of the assets not be sold for cash but be taken over by one 
of the partners, that partner’s Capital Account is debited and the 
Realisation Account credited with the agreed value, again seeing 
that the entry in the Realisation Account and in the Capital Account 
are both self-explanatory. 

5. The expenses of winding up will be debited to the Realisation Ac- 
count and there will be a corresponding credit to the Cash Book. 

6. It will be evident to you that the Realisation Account now holds a 
debit for the book value of assets which are to be realised, a credit 
for the proceeds of realisation of such assets and a debit for the ex- 
penses of the dissolution. Obviously the balance of that account is 
the profit or loss on realisation. I want to make it perfectly clear 
that, in my opinion, the profit or loss should without exception be 
transferred to the partners’ capital accounts. I consider that the 
opening of a Deficiency Account under any circumstances is quite 
senseless and purposeless and I would never advise any examination 
candidate to use that method. It is certainly not a practical method. 
The profit or loss on realisation should be clearly stated in the 
Realisation Account as follows: 

"By Loss on Realisation transferred to Partner’s Capital A/c’s: 
eS eee ee 
fee 

£200 

The next step is to pay off creditors and partners’ loans by crediting 

cash and debiting the relevant account. 

8. At this stage it should be found that the balances of partners’ 
Capital Accounts and the cash in hand are in agreement and a suit- 
able cash payment will. be made to the individual partners to clear 
out the balances of their Capital Accounts. There is not in reality 
any sharing of cash. It is simply a distribution of the sole remaining 
asset of the partnership to the individual partners in settlement of 
the balance then due to them. 

I would now like to add a few refinements to the whole proposition. Some- 
times you find that there is a solvent partnership in which one partner has 
made a loan as distinct from capital and under the partnership agreement is 
entitled to interest. Naturally he is to receive this interest up to the date 
of repayment and such interest as may accrue from the date of dissolution 
to the date of repayment wiJl be debited to the Realisation Account. 

If it should be found that any liabilities have been omitted from the 
Balance Sheet at the commencement of the dissolution, the liability so omitted 
will be debited to the Realisation Account with a corresponding credit to the 
Sundry Creditors Account. Conversely, if any creditors are paid off at a 
discount this is a profit on realisation and the credit will go to the Realisation 
Account. 

Let me stress finally that whether there is a profit or a loss on realisation 
the transfer is made to the partner’s Capital Accounts and they are not re- 
quired to contribute cash under any circumstances, unless the Capital Account 
has a debit balance. 

Examiners are particularly keen on asking dissolution problems involving 
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the case Garner v. Murray, probably because they can give you a certain set- 
of facts and expect you to apply a somewhat unusual and somewhat illogical 
rule of law. Earlier in this lecture I referred to the importance of determin- 
ing whether capital was fixed or fluctuating under the terms of the partnership 
agreement and this reference was made especially in regard to the application 
of this particular case. It is most important that you should have a full under- 
standing of the facts which are necessary before the case will be applied. 
These are as follows: 

1. There must be at least three partners. 

2. One of the partners must be insolvent and have a debit balance on his 

Capital Account. 
3. There must be a loss on realisation. 
Given this set of circumstances, Garner v. Murray provides that the debit 

balance on the insolvent partner’s Capital Account (including the loss on 
realisation) must be shared by the remaining partners in proportion to their 


capitals at the commencement of the dissolution. Now you can see why the 


determination of the balance of capital at the commencement of dissolution 
is so vital. If the capital is not a fluctuating capital you must work on the 
fixed amount. You will usually get an indication as to whether the capital 
is fluctuating or not by the inclusion in the Balance Sheet of a current account 
in addition to the capital account. This rather infers that the capital stated in 
the balance sheet is fixed capital and therefore the basis of the apportionment 
required by Garner v. Murray: 

Again I have the temerity to disagree with a number of text-books which 
require the opening of a Deficiency Account and the contribution by partners 
of the loss on realisation in cash before the final settlement takes place. To 
me this is completely unpractical and quite illogical. I do not see any 
necessity under the decision mentioned, to vary the procedure I have already 
given. It is, I think, quite correct to debit to the individual partners, including 
the insolvent partner, the due proportion of the loss on realisation disclosed 
by the Realisation Account. The resulting debit balance on the insolvent 
partner’s Capital Account can then be transferred by journal entry to the 
debit of the solvent partners’ Capital Accounts in the ratio of the capitals at 
the commencement of the dissolution. This then leaves the net result of the 
partners receiving the amount in cash due to them after, in effect, contribut- 
ing the deficiency attributable to the insolvent partner. I am quite sure you 
will find this method of handling this type of problem very effective and it 
is certainly a practical solution. If I were a partner under such conditions 
I would object very strongly to, perhaps, mortgaging personal assets to 
contribute a sum of cash which would later be refunded to me. 

The subject allotted demands a reference to the valuation of goodwill. 

Clearly it is not practicable in the time at my disposal to give you a very 
exhaustive survey of this subject and, indeed, an entire lecture would be quite 
inadequate to survey all its idiosyncrasies. It is in fact a subject which has 
infinite variety and I recall that one eminent professional man stated the 
procedure to value goodwill as follows: 

“First assess the amount of goodwill and then find the formula to justify 
the amount arrived at.” 

I think I should also state that, professionally, goodwill is often referred to 
as “blue sky” and this is indeed a very apt term because when you buy good- 
will you buy nothing tangible at all. Do not go by the advertisements in the 
daily papers as an indication of the real value of goodwill of a business. 
The figures arrived at in these cases are largely justified on the grounds that 
there will always be somebody else foolish enough to repurchase the business 


at the same price. 
In practice there is naturally a considerable number of factors to be reviewed 
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in assessing the value of goodwill. Such things as the reputation of the 
business, its location, the type of business, the personality of the proprietors, 
the degree of competition, tenure of premises, trade marks, patents, general 
market conditions and many other factors all intrude on the final determina- 
tion of value. In examinations it is naturally difficult to give any real weight 
to any of these aspects except in so far as a question may lay emphasis on a 
particular point. 

However, it is well established in practice that the dominant factor of all 
is the degree of profits earned on the amount of capital invested, and it is 
generally accepted that unless there are special circumstances such profits 
must exceed a normal return to justify any value at all for goodwill. 

As I have already pointed out the time limit precludes an exhaustive survey 
so I will have to confine myself to the broad principles of procedure in the 
examinations. 

The first step is to assess what may be termed the normal profits over a 
period of from three to five years. Less than three years is rather dangerous 
because you have not a good opportunity of assessing the real trend of the 
business and over five years is equally dangerous very often because so many 
factors of a variable character enter into a term longer than that stated. The 
main thing in fixing the normal profits is to exclude non-recurring income and 
expenditure, to allow expenditure at a proper normal rate if it is regarded 
as unduly tow for special reasons and generally to strike a profit, not neces- 
sarily the same as that disclosed by the accounts, which may be regarded as 
a fair average profit under reasonably normal conditions. Naturally there 
is considerable difficulty in arriving at such a figure under war-time condi- 
tions and very frequently for valuations at the present time we find it neces- 
sary to consider pre-war figures as an indication of what the post-war position 
may be. 

Having struck the normal profits for each of the years under review an 
average is taken and from it, due allowance is made for management salaries, 
if-not already included in the accounts, and for interest on capital. 

The necessity for bringing both these items into account should be quite 
apparent to you. Obviously it is very unwise for a man to purchase a business 
and pay for goodwill if the net profit he is going to earn is simply an amount 
which he could earn in any case as an employee of another business. Equally 
an allowance must be made for interest on capital even if only at bond rate, 
because a man could still earn his salary and invest the money in Government 
bonds to yield a certain inconie. Therefore unless the business produces 
more than this there is no goodwill value. 

This reduces the s16rmal average profit. previously assessed to what is 
termed “super profit” and it is usual to multiply this by a number of years 
purchase depending on the type of business, the degree of monopoly enjoyed 
and various other factors such as those previously suggested in order to 
determine the value of goodwill. It is, however, important to bear in mind 
that the figure arrived at is the lump sum which will be paid by the purchaser 
for the future earning capacity of the business and I commend to you for 
examination purposes what I term an ‘acid test of goodwill value’ when you 
have settled your figure on the information given in the question. 

Let us assume that you have assessed normal profits at, say, £10,000 and 
have deducted £1,500 to cover management and interest on capital, leaving 
a super-profit of £8,500. You consider that one year’s purchase of this 
amount is a fair value for goodwill, i.e. a total of £8,500. If the purchase 
price payable for the net tangible assets is, say, £100,000 it will be clear to 
you that the purchaser has a total outlay of £108,500 on which he will get a 
net return over and above his management and reasonable interest on capital 
of, say, 5% and approximately _8% on his total outlay. This is, of course, 
a good return and in that event it can be said that the valuation of goodwill 








Seen 


Ae a TNE 


f 
; 





196 THE AUSTRALIAN ACCOUNTANT MAY 


is a reasonable figure. I do suggest that this test be placed always on the 
figure arrived at because sometimes it will be found that the conclusion reached ° 
is quite absurd. 

I should mention the fact that the normal profits referred to earlier are 
always taken less the normal taxation applicable. If, for example, it is a 
company, allowance is usually made for the 6/- in the £ tax before determining 
the normal profit. 

I am rather sorry in a sense that it is not possible to give you a more 
exhaustive treatment of this subject but I do think it is something on which 
you need to do quite considerable reading in order to understand just how 
difficult it is to turn it into any form of exact science. 

I would like to conclude by making reference to a few points of principle 
that I have mentioned in the course of this lecture. In particular I draw 
your attention to the desirability of establishing a set method of procedure 
on particular types of questions in order to assure methodical approach to each 
question put by the examiner. This forethought, you will find, will not only 
give you greater confidence in the examination, but will also, generally 
speaking, allow you to finish your paper in quicker time. Secondly, I might 


. impress the great importance of setting out. It is not merely necessary to 


know your work and to understand your principles. Unless you present your 
work in good professional fashion then you will undoubtedly fail though you 
may have a perfect knowledge of the principles involved. At all-times it is 
most necessary to gain every additional mark you can by improvement of 
setting out if you are going to pass your examination. 





‘“‘Mark-ups’’ and ‘* Mark-downs”’ 
By R. ADAMSON, A.I.C.A. 


The excellent article on “The Retail Method of Inventory” by P. Ross 
Brown in the March issue of The Australian Accountant may raise the ques- 
tion in some reader’s mind as to the true meanings of “mark-ups” and 
“mark-downs” in retail merchandising. The Retail Inventory Method (as 
many prefer to call it) was originally devised by merchandising men to en- 
able them to exercise a close control over their gross profit margin, and was 
not specifically intended as a means of arriving at stock values. The account- 
ant, however, became interested in the device and adapted it to his own 
purposes. In this adaptation the accountant lost sight altogether of the 
principles of merchandising and construed the operations of marking up or 
marking down certain lines of goods to fit his own peculiar ideas of stock 
valuation. 

To the merchandiser, a “mark-up” is a psychological expedient to obtain 
an extra profit from that class of customer who buys “on price” rather than 
“on value” provided the articles in question are kept exclusive. When goods 
are selected for mark-up procedure, they are marked with the ordinary or 
standard price in code in addition to the special or mark-up price in plain 
figures. The difference between these two prices is recorded in the mark-up 
book at the time of sale. Thus it will be clearly seen that mark-ups cannot 
possibly affect the value of unsold stock. Yet the accountant will persist in 
adding recorded mark-ups to the selling values of opening stock plus pur- 
chases in calculating the ratio to be applied to the selling value of unsold 
stock to reduce it to cost. Worse still, the accountant wilfully believes that 
the record of mark-ups should include unsold articles also. The only apparent 
reason for this perverseness is that the stock value at cost is reduced to the 
lowest possible figure by this means. This satisfies the accountant’s obses- 
sion for keeping stock values down as much as he possibly can. 


























1946 THE AUSTRALIAN ACCOUNTANT 197 


On the other hand, the accountant is content to exclude mark-downs when 
calculating the ratio referred to, because if mark-downs were included the 
result would be an increase in stock values. But here again, the accountant 
mistakenly persists in recording mark-downs on unsold stock. The point of 
view of the merchandising man is entirely different from that of the account- 
ant. The merchandiser looks upon mark-downs as merely a reduction in 
the original mark-up and, if he knows his business, the average gross profit 
is not affected. In a well-planned course of retail trading, the original mark- 
up on various lines of goods is made sufficiently high to cover an estimated 
percentage reduction due to mark-downs and sundry losses, so as to leave 
the expected margin of gross profit. 

In addition to mark-downs, reductions from the original mark-up, or 
standard gross margin, comprise discounts to the staff, and losses due to 
pilféring and mistakes in counting, weighing and measuring. These latter are 
unknown losses and are usually covered in monthly profit and loss statements 
by an estimated fixed percentage on turnover. Another kind of known loss 
arises from breakages or damaged goods which have to be disposed of at a 
sacrifice, but are quite distinct from mark-downs. 

True mark-downs are genuine bargains of goods in first-class condition, 
although perhaps old-fashioned, out of season, or slow-selling. What has to 
be remembered, also, is the fact that mark-downs represent a decrease in gross 
margin and not a reduction in stock values. For this reason it is obvious that 
mark-downs are recorded only in connection with goods actually sold. The 
trained merchandising man uses his mark-downs judiciously to stimulate 
turnover or promote sales of goods at ordinary prices, either with special 
bargain sales which bring customers to the shop for general purchases or by 
giving special favours to regular customers. There is always some gross 
profit, however small, on marked down goods, as only in extraordinary cir- 
cumstances are goods sold in a retail store below cost. Such circumstances 
may arise from a financial crisis or as the aftermath of war, but adjustments 
are then made as an accounting problem and not as a merchandising problem. 
The loss, in any case, should be treated as a reduction of net profit and not 
as a reduction of the cost of goods sold. 

The merchandising problem is to maintain a reasonable gross profit margin 
for the full trading year by balancing the maximum original or standard 
mark-up with subsequent mark-downs and to avoid having any unsaleable 
lines on hand at stocktaking periods. To repeat: The Retail Inventory 
Method is a device for controlling stock volume and gross profit margin and 
not for valuing stocks on hand for balance sheet purposes. If the accountant 
will recognize this he will accept the practice of recording mark-ups and 
mark-downs only on goods actually sold and will appreciate the significance 
of the following typical stock account. This enablés the departmental manager 
to prepare profit and loss statements without physical stocktaking. 


“X” Department Stock Account 

















































Cost Retail Cost Retail 
Opening Stock .. .. £9,600 £15,400 RR og ye Bete £72,000 
Purchases .. .. .. .. 50,880 85,400 Mark-downs .. .. .. 1,280 
a Discounts to Staff .. .. 1,400 
(Ratio 60%) .. .. 60,480 100,800 Breakages, etc. .. .. 160 : 

aa +: 800 Shortage Allowance .. 360 
75,200 
Closing Stock .. .. .. 26,400 

(60% of £26,400) .. £15,840 


Cost of Goods Sold 44,640 
£60,480 £101,600 











£60,480 £101,600 
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The balance of stock at “retail,” £26,400, is reduced to cost by applying 
the ratio of cost to retail as ascertained from the debit side of the account. 
This ratio is unaffected by any mark-ups or mark-downs or any other 
known or unknown losses recorded in the account—which is as it should be. 
If necessary, any extraordinary loss of stock values, due to the special . 
circumstances previously mentioned, should be debited against the cost of 
goods sold. 

The ratio is a pure arithmetical process and its application to the cost of 
unsold stock and the cost of goods sold should not be interfered with by 
items of an extraneous nature. It is not contemplated here that the 
department is handling goods with only one standard gross margin or original 
mark-up. Therefore, if there are several gross margins involved, the ratio 
—although mathematically correct—will not give an accurate stock value 
unless the quantities of the various goods are maintained in constant ratio. 

A Goods Received Summary will be found useful to the departmental 
manager to assist him to keep a proper balance between the high-profit and 
low-profit sales. The stock account and profit and loss statement are usually 
prepared monthly, but the goods received summary can be used to keep a daily 
or weekly watch on the stock purchase.ratio. As an illustration, let us assume 
that a department handles four lines with standard mark-ups of 20%, 25%, 
334% and 50% respectively, and that the average gross margin desired is 
40% to allow for 10% reduction through mark-downs (less mark-ups) 
discounts to staff and other losses, and to provide a net gross profit of 30%. 
It will therefore be necessary to keep the purchase ratio down to 60%. 

If requisitiogs for replacements of stocks correspond with quantities sold, 
a rise in the ratio is an indication that sales of the lower profit lines are unduly 
increasing. Steps must then be taken by the departmental manager to correct 
the position. In the accompanying example of a goods received summary 
fluctuations in the purchasing ratio are shown in three successive periods. 
The increase in the ratio for the second period is corrected in the third 
period. 


Goods Received Summary 
(1) Period (2) Invoice (3) Cost (4) Retail (5) Margin % (6) Ratio % 








ist 1 £48 £60 20-00 
2 135 180 25-00 
3 188 282 33:33 
4 250 500 50-00 
621 1022 39.24 60:76 
2nd 5 100 125 20:00 
6 120 160 25-00 
7 140 210 33-33 
8 60 - 120 50-00 
1041 1637 36°41 63-59 
3rd 9 20 25 20-00 
10 27 36 25-00 
11 280 420 33-33 
12 360 720 50-00 





£1728 £2838 39°12 60-88 
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Demobilisation of the Australian Forces 
By BriGapier J. FIELD, C.B.E., D.S.0., E.D. (Chief Inspector of Demobilisation ) 


The plan for demobilising Australia’s Armed Forces involved the consider- 
ation of a number of factors, some of which may be summarised as follows: 


(a) Necessity to maintain sufficient forces to safeguard enemy prisoners, 
provide occupation forces and to complete the disposal of warlike 
stores, at all requisite periods following cessation of hostilities. 

(b) Restoration of Service personnel to civil life in a manner which 
would not strain the absorptive capacity of civil economy, and provide 
equitably for their re-establishment. 

(c) Time required by commerce and industry to change over from war 
to peace production. 

(d) Transfer of civilian war-time labour to peace-time activities. 

(e) Provision for early release of scientists, engineers, planners and 
business executives from the Forces to assist transition from war to 
peace conditions in commerce and industry. 

(f) Accelerated release of certain tradesmen needed to step up production 
in housing and related activities. 


It will be appreciated that any plan emerging from a careful study of 
these factors would result in demobilisation being spread over an appreciable 
time and that chaotic conditions would follow as the result of any hasty 
process. At the end of September, 1945, the total strength of the Forces wads 
578,000 men and women. To bridge the period before the setting up of 
essential post-war forces a proportion of this number would be needed to 
serve as an Interim Force. This proportion was laid down by the Chiefs of 
Staffs of the three Services—R.A.N., A.M.F. and R.A.A.F.—and throughout 
the demobilisation period it has been under constant review, as military com- 
mitments have been fulfilled and discharged. 

The plan therefore envisaged demobilisation by stages. In thé first stage 
(Oct. 1, ’45-Jan. 30, 46) a target of 200,000 was set and the necessary 
machinery and procedure was established to realise this. The second stage 
was estimated not to exceed this and the third stage to be much less. 


The Points System 


With the defeat of the enemy accomplished the majority of servicemen 
were impatient to return to civil life. They were impelled in this partly by 
a fear for their economic future, desire to resume normal modes of life as 
quickly as possible and the wish to exercise personal freedom and initiative. 
All of these individual feelings had to be subordinated to the national character 
of the problem of demobilisation and also to the equity of conceding advantage 
in priority of demobilisation to those who served longest, had family 
obligations and were in the older age groups. The points system was there- 
fore established to regulate priority of discharge in this way. 

It should be noted that at the conclusion of the 1914-18 War demobilisation 
of the British Forces began-on a system which permitted men with jobs 
available and with key appointments in industry to secure priority of dis- 
charge. This engendered such hostility amongst the troops that riots and 
mutinies broke out in their camps and garrisons in France and England. 
The system was quickly replaced by one which gave most weight to length 
of service. To those who assert that every man with a job to go to should 
have been immediately released it is sufficient to say that it was no part of 
the Australian demobilisation plan to ignore the lessons of history or to make 
conditions more difficult for commanders in the field than those existing 
immediately following cessation of hostilities. Due regard was paid to the 
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need for efficient performance of the tasks laid on them. These were national 
obligations. 


Demobilisation Machinery 

The Central Demobilisation Committee set up by the Ministry of Post-War 
Reconstruction was responsible for evolving the demobilisation plan, estab- 
lishing the necessary machinery and giving effect to any changes from time 
totime. It contains representatives of the three Services and, since demobilisa- 
tion is closely related to all phases of re-establishment, representatives of the 
Repatriation Commission, Labour and National Service, Post-War Recon- 
struction, and Social Services are included in the membership. At the be- 
ginning of October, 1945, the Commonwealth Government appointed Lieut.- 
Gen. S. G. Savige, C-B., C.B.E., D.S.O., M.C., E.D., to be Co-ordinator of 
Demobilisation and Dispersal with the function of studying plans, in associa- 
tion with the Services and Civil Departments, for successive stages of 
demobilisation, advising the Demobilisation Committee, fixing quotas for 


_ demobilisation and generally supervising the operation of demobilisation 


machinery in the six Australian States. 

In or near the Capital cities in each State a Demobilisation Centre is estab- 
lished. Each contains a Service Rehabilitation Wing, an Inter-Service 
Medical Wing, and a Civil Rehabilitation Wing. Each Centre is administered 
by a State Controller who is a distinguished ex-officer of this war and is 
therefore conversant with the characteristics and service of the personnel 
passing through it. 

When ready for discharge any Serviceman may elect the State in which 
he desires to be discharged and is then sent to his Service Discharge Depot 
in the capital city of that State. From here he passes to the Service Re- 
habilitation Wing, where he is given advice on civil problems, vocational 
guidance and aptitude tests. He is medically boarded, if a claimant for 
Repatriation benefits, and all necessary formalities to that end are completed. 
He then proceeds to the Civil Rehabilitation Wing in which he may consult 
authorities on Housing, Social Services, Rural Training, Loans and Employ- 
ment. He is aided in finding a job and on passing out receives his coupon 
entitlements for civilian clothing, rations and tobacco. Each serviceman is 
given individual attention by skilled officials and at a later stage, if he so 
wishes, may consult the various sections of the re-establishment division in his 
capital city. 

The Demobilisation Centres in the six States are designed for an aggregate 
discharge rate of 18,000 per week for the Commonwealth. They can, for 
short periods, deal with an output up to 27,000 as ample accommodation and 
staffing are provided. The greatest actual aggregate total in any one week of 
the period under review was slightly over 19,000. 


Progress of Demobilisation. 

In the period Oct. 1, 45-April 27, 46, 379,835 men and women were 
discharged from the Services. In the period Aug. 15, 45 (V.P. Day) to 
Sept. 30, ’45, 26,167 men and women were discharged so that, of the total of 
604,584 in the Services at the cessation of hostilities, 406,002 have been dis- 
charged up to April 27. 

Excellent progress was made im the first stage of demobilisation, the target 
figure of 200,000 being exceeded by 48,000. In the second stage (Feb. 1- 
June 30, ’46) the target was again fixed at 200,000. In the period April 27- 
June 30, ’46, it is estimated that of this quota 73,000 remain to be demobilised. 
Strengths of the Interim Forces are constantly under review and although 
the members wil] be correspondingly smaller in the third stage (after June 


' 30), further discharges will be effected after that date, 
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Throughout the operation of the plan the factor of shipping shortage has 


exercised great influence. 


Until ships could be made available to repatriate 


Japanese prisoners of war from Island areas garrisons could not be reduced. 
In the early stages priority in shipping had to be given to returning our own 
P.O.W’s. and long service men. In recent months the supply of ships has 
materially improved and no serious delay has occurred in returning troops to 
Australia. The detailed composition of the discharges by States and Services 


for the period Oct. 1, ’45-April 27, ’46, is given in the table below: 
State Totals 





ALN. A.M-F. R.A.A.F. Personnel 
State} Males Females} Males Females} Males Females} Males Females Total 

N.S.W. 4,773 555 89,586 4,008 34,824 3,931 | 129,183 8,494 137,677 
Vic. 4,613 463 65,637 3,293 30,987 2,659 | 101,237 6,415 107,652 
Qld. 1,639 158 36,104 1,814 13,448 1,774 51,191 3,746 54,937 
S.A. 1,769 107 19,604 868 10,620 1,320 31,993 2,295 34,288 
W. A. 1,773 166 20,502 1,208 9,493 1,219 31,768 2,593 34,361 
Tas. 1,109 51 6,796 311 2,326 327 10,231 689 10,920 

15,676 | 1,500 238,229 11,502 | 101,698 11,230 | 355,603 24,232 379,835 

17,176 249,731 112,928 . 









































Occupational Releases 


In order to provide for early planning of works, changeover of industry from 
war to peace production, and increased production in housing and related 
activities, approximately 40,000 accelerated releases have been granted to 
members of the Services since October 1, 1945. Many other special releases 
were made in the last two years of the war. It will be obvious that the large 
mass of discharges must also include many skilled workers who have beer 
released on reaching the qualifying number of points. It is therefore very 
doubtful whether, amongst the younger men and women now remaining in 
the Services, are many whose release can reasonably be demanded in the 
national interest. The claim that production is being retarded or specific 
industries are handicapped because key personnel are being retained in the 
Services cannot be accepted now. If Ex-Service personnel are not engaging 
in specific employments the reason must be sought elsewhere. New skills 
acquired on service, individual development of enterprise and initiative and 
readiness to assume greater responsibilities have given many the ambition to 
follow other pursuits and vocations than those engaged in pre-war. A period 
of re-adjustment and shift of labour inevitably comes as the aftermath of 
every war. ' 


RE-ESTABLISH MENT 


During the war approximately 1,000,000 men and women served in Aus- 
tralia’s Armed Forces. When it is considered that for each of these there 
are probably two or three persons directly and intimately involved in the 
successful re-establishment of the ex-serviceman or woman it will be seen 
that something like half thé population of the country is entailed in the 
process. ‘bhis gives the scale of the task—a truly national effort requiring the 
co-operation of all sections of the community. 

Those of us who have been privileged to command and serve with the men 
in the field know that the peculiar conditions of this war developed in the 
majority of individuals qualities of resourcefulness, initiative and courage. 
To these. were added a knowledge of men and a keen appreciation of what 
could be achieved by team work. 

This experience and these qualities are assets which any employer can use 
in his business. 
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The men and women of the Forces represent a cross section of the 
community in which are to be found skills of every kind. Because of the 
complexity of modern fighting forces many men found application for. their 
civilian trade and professional training in the Services. Behind the soldier 
with the rifle, the fighting pilot in his aircraft and the seaman at his gun, stood 
a vast organisation responsible for the administration, supply, equipment and 
maintenance of the fighting component in each Service. In a great many cases, 
therefore, the pre-enlistment skill of the individual was developed and made 
more efficient by war service. Young men with slight clerical experience rose 
during the war to positions of responsibility as staff captains, administrative 
staff officers, staff-sergeants, and similar postings. In every case they were 
concerned with problems of administration, the organisation and supervision 
of office staffs and the management of men. They leave the Services now, 
seeking an opportunity to apply their talents in the civil world—an oppor- 
tunity which can only be afforded by employers who recognise that the war 


- service of these men secured the freedom to expand and develop commercial 


and industrial undertakings without foreign interference. In carrying out 
his essential and allotted task each serviceman contributed to the victory 
which won for Australian business men the right to re-habilitate their enter- 
prises in accordance with our democratic way of life. 

To those employers who wish to honour this obligation and who desire to 
play their part in the great national task of re-establishment the ex-Servicemen 
can be commended with confidence. Given the opportunity and conceded a 
sympathetic appreciation of the problem of re-adjustment to civil life they 


will not fail. 





Plea for Extension of S.72 (1A) 


By J. M. GREENWOOD A.1.C.A. 


In 1942 the Commonwealth Government abolished the deductions pre- 
viously allowed under s.72 (1) of the Income Tax Assessment Act for state 
and territorial income taxes paid during the year of income. Realising, 
however, that there was a large amount of such tax uncollected at June 30, 
1941, the Government enacted s.72 (1A) whereby taxes on income derived 
during the years ended June 30, 1938-1940, were deductible from the income 
of the year ended June 30, 1941, if paid before June 30, 1944. 

One can sympathise with the Treasurer’s desire to reach finality by fixing 
a time limit for re-opening assessments for the year ended June 30, 1941, but 
this action has resulted in some hardship to taxpayers. 

With increasing shortages of staff during the war, outstanding State 
assessments were not issued as early as had been anticipated and, deductions 
were lost. There have also been many instances of amended assessments 
of State tax, including private company tax, being issued after June 30, 1944. 
One reason for this is the omission of income from returns, whether due to 
inadvertence or wilful default on the part of the taxpayer. 

For the defaulter, heavy penalties are provided by special provisions of 
the Act. Hence there does not seem to be just reason why: he should suffer 
an additional penalty by loss of deduction under s.72 (1A), a section designed 
to be benevolent, not penal. How much less should the deduction be denied 
to the honest taxpayer whose assessments are late through no fault of his own. 

The writer suggests that s.72 (1A) should in justice be amended to extend 
its provisions after June 30, 1944. This would necessitate no further amend- 
ment of s.170 (10) which already authorises amendments without time limit 


to allow deductions under s.72 (1A). 
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State Control in Britain 
By SAMvuEL Hays, sB.com (Hons.), F.s.s. 


Members of Parliament are having a very busy time in Britain. Quite 
apart from questions of foreign policy, there are many other matters requiring 
attention, both as immediate issues, and from the aspect of long term plan- 
ning. Domestic matters are, at the time of writing, uppermost in the minds 
of the people of Britain. The continued, and even growing, shortages of food, 
houses, clothing, coal, and of nearly all the comforts of life are matters of 
great concern to the Government. The allocation,of manpower as between 
the Armed Forces, the provision of equipment for these Forces, the export 
trade and the home market has now been decided upon. This overall review 
reveals a shortage of labour of at least one million, although there are, and 
will be, local pockets of unemployment due to the rather long reconversion 
process from a war to a peace economy. The National Insurance Bill has 
been before the House some time now and by the time this is written may 
have become law. This Bill is the legal expression of the famous Beveridge 
Report issued in 1942. Whilst all this legislation is being passed, the Govern- 
ment plans for bringing the country’s transport system, its major industries, 
its investment and banking policies under State control are now going forward 
apace. The shape and scope of nationalisation in Britain would now seem 
to have been decided upon, and it may be of interest to Australian readers 
to describe briefly the measures which have been taken or are projected. 

1. State Control Prior to the War—Some measure of State control existed 
in Britain before the war. The Post Office, Telegraph and Telephone 
services have long been under direct Government control. But the more 
favoured method adopted was the public utility corporation. In these cases 
the State determines the lines along which an industry or service, which is 
to be brought under national control, shall operate. A semi-independent 
body is then set up to carry out the agreed policy. Most of the public utility 
corporations have been set up by Conservative majorities. Examples are— 
the British Broadcasting Corporation, the London Passenger Transport 
Board which controls all London’s tubes, trains and buses, the Central 
Electricity Board which controls the generation and transmission of electricity, 
and the Port of London Authority. Coal Royalties had become state property 
sometime prior to 1939. During the war, Government control was extended 
over every field of industrial and commercial activity. Some of these controls 
are being relaxed but the Government has powers to continue certain of 
them for five more years. 

2. The Programme for Nationalisation.—With the return of the Labour 
Party with a Parliamentary majority for the first time in British history it 
was only to be expected that there would be a considerable extension of State 
ownership. The Government rightly claim that they have a mandate for a 
considerable degree of nationalisation. And, although there may be pressing 
problems calling for immediate attention, no time has been lost in announcing 
the programme for nationalisation. Some of the measures envisaged have 
already become law ; others are in the form of Bills now being considered by 
the House. The programme is roughly as follows: The nationalisation of the 
Bank of England has already been carried through and the Bank became State 
property on March 1. Bills for the nationalisation of civil aviation and the 
coal mining industry were introduced towards the end of 1945. At the 
beginning of March they were at the Committee stage. The nationalisation 
of overseas cable and wireless services will shortly become an accomplished 
fact. The electricity supply and gas industries are to come under national 
ownership during the lifetime of the present Parliament. The railways, the 
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canals, docks and harbours, and the long distance road haulage services are 
all to come under complete Government ownership and control. A Bill to 
nationalise the railways will doubtless be presented this year. Road 
passenger services are to be “co-ordinated,” but the precise form of control 
to be exercised has not yet been decided. Shipping is not to be nationalised. 
A major reconstruction scheme put forward by the Iron and Steel industry 
is now being considered by the Government. The decision as to nationalisation 
will depend upon the Government’s views of this proposed reorganisation. 

State and local government control will play a large part in the housing 
programme. For the next few years at any rate, the bulk of the permanent 
houses to be erected will~»be built by local authorities making use of private 
building concerns. The houses so built will be let and in many cases the 
State will subsidise the rent. The fitments used in the housing programme 
will be standardised and their production is the responsibility of the Ministry 
of Supply. The provision of building materials, bricks, cement, tiles, etc., 
is under the control of the Ministry of Works. 
’ In pursuit of its “full employment” policy, the Government has introduced 
a Bill to control investment. Some permanent measure of control over foreign 
exchanges is expected shortly. Thus, it will be seen that State control in 
Britain is proceeding apace. Before passing on to deal in brief outline, with 
the more important measures which have been put before the House, it might 
be as well to consider the purposes which these measures might serve. They 
may increase the productive efficiency of the community; they may serve to 
distribute the national income and wealth more equitably between individuals, 
or be valued merely as a piece of political doctrine. Examples of all three 
can be found in the steps taken so far. 

3. The Bank of England.—The Bank of England, established in 1694 with 
a capital of £1,200,000, has now, some two hundred and fifty-two years 
later, passed into national ownership for a sum of £584 millions. The first 
measure of socialisation passed by the present Government involves no real 
change of policy on the part of the Bank for its relations with the Treasury 
have been very close in recent years. The stock holders who have regularly 
received a dividend of 12 per cent. have received, in exchange for their stock, 
a four-to-one allotment of Government stock on which interest at 3 per cent. 
is guaranteed for 20 years. Thus, the status quo of the stockholder is main- 
tained for a generation. The Government now, of course, has the right to 
appoint directors. The Governor and Deputy-Governor have been re- 
appointed. Henceforward their term of office will be for five years. Pre- 
viously the Governor held office for two years with the possibility of re- 
newal. Mr. (now Lord) Montague Norman’s office was renewed eleven 
times. The number of directors has been reduced from 24 to 16. They will 
hold office for four years, one-fourth to retire annually. Only three new 
directors have been introduced. Eleven of the previous directors are no 
longer on the Board, but there were a number of vacancies when the 
Government took over and the rest of the eleven had reached the retiring age. 

In dealing with the management of the Bank, the Chancellor of the 
Exchequer, whose Bill it was, has obviously tried to preserve every feature 
of the organisation existing when the Bill was introduced. Relations which 
existed on an informal basis have now been put upon a more formal footing. 
The Treasury is empowered to give directions to the Bank only after consulta- 
tion with it at the highest level. Subject to these directions, the Bank is 
free to conduct its affairs according to its own judgment of what constitutes 
the national interest. These provisions merely set down, in statute form/ 
what has long been, the practice of the Bank and the Treasury. The most 
widely discussed clause of the Bank Bill was that which read, “The Bank 
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may, if they think it necessary in the’ public interest, request information from, 
and make recommendations to, bankers, and may, if so authorised by the 
Treasury, issue directions to any banker for the purpose of securing that 
effect is given to any such request or recommendation.” But the whole 
structure of monetary control in Britain, with the Bank as the Central Bank, 
is based on a number of unwritten regulations which have had as much force 
as the law. This clause merely gives these regulations legal force. 

Taken by and large, therefore, it is clear that the Government have no 
criticisms to make of the way in which the Bank has operated in the past. 
Its nationalisation is simply a gesture to placate the more doctrinaire believers 
in Socialism. 

4. Cable and Wireless—tIn the case of Cable and Wireless, the formula 
for nationalisation is the simple one of State Capitalism. The Government is 
to acquire all the £30 million shares of Cable and Wireless Ltd., of which they 
already hold £2,600,000 obtained in exchange for an annual rental of £250,000 
for the beam wireless service operated by the company. Nationalisation is 
intended as a means of implementing the recommendations of the Common- 
wealth Telecommunications Conference held last July. Amongst these re- 
commendations, were those recommending that public corporations should 
be set up in the United Kingdom, the Dominions and India, to own and 
operate the services, and that an overriding body should be established to 
pool and apportion the net revenues of the system and govern its general 
policy. The directors of Cable and Wireless have shown strong opposition. to 
nationalisation on the grounds of the company’s efficient record, and their 
belief that the new proposals are impracticable and inimical to both Imperial 
and user interests. Nationalisation is, however, being carried through and 
it is not unlikely that the holders of shares in Cable and Wireless will receive 
4 per cent. stock in exchange for their holdings. So far, in its nationalisation 
operations, the Government seems to prefer compensation on the basis of 
maintainable earnings rather than asset values. Cable and Wireless has paid 
4 per cent. on its ordinary stock since 1937. Actually, Cable and Wireless 
is a holding company—the parent concern of Cable and Wireless Ltd. which 
operates the communication: network. The ordinary shares of this concern, 
apart from the £2,600,000 already held by the Government, are owned by the 
four constituent companies—Eastern Telegraph, Eastern Extension Austra- 
lasia and China Telegraph, Western Telegraph and Marconi’s Wireless 
Telegraph. Nationalisation will therefore mean acquisition by the Govern- 
ment of stock in the operating company from these four companies. In 
addition to their income from the Operating company, these constituent firms 
also derived a substantial income from investments and from manufacturing 
interests. - 

(5). Civil Aviation—As a background to-the description of the steps 
which are being taken to nationalise the organisation which will carry pas- 
sengers, freight and mail on domestic and overseas air-routes, it may be re- 
called that the Chicago Conference, at which fifty-four nations were repre- 

_ sented, failed to reach agreement on the future of international civil aviation. 
The British policy of ordered progress through co-operation with Com- 
monwealth and foreign operators was at variance with the “complete freedom 
of the air” ideas put forward by the U.S. representatives. After the Chicago 
Conference, the Minister for Civil Aviation in the Coalition Government 
produced a White Paper dealing with the Government’s proposals. In the 
main, these proposals provided for a combination of regulated monopoly and 
private enterprise. The organisation required was to be sufficiently large 
and powerful to meet foreign competition on an equal status, but the spirit 
of initiative and adventure, supposedly called for, was to be provided by some 
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form of private enterprise. To this end, three new corporations were to be 
established with the British Overseas Airways Corporation participating in 
each and providing the common link. In two of these three Corporations, 
the B.O.A.C. was to have had a substantial but not a majority share. In the 
Corporation to develop and serve European and domestic routes, British rail- 
ways and British shipping companies serving continental routes were to be 
the other major partners. The Corporation intended to develop routes to 
Central and Southern America was to have as predominant partner the 
shipping lines which in pre-war days provided the sea link with these 
countries. The other Corporation, to provide*services to all the Dominions, 
North America and the Far East, was to be the B.O.A.C. itself, together 
with any subsidiaries deemed necessary. 

Lord Winster, the present Minister for Civil Aviation, created some 
considerable surprise when introducing the Labour Government’s plans for 
Civil Aviation (Lord Winster had been a subscriber to Lord Swinton’s 


_ scheme). The idea of three transport Corporations is to be retained, but the 


offer to rail and shipping interests to participate has been completely with- 
drawn. Doubtless, this move is in keeping with the Government’s policy to 
extend and strengthen State control, but it also meets the criticism which 
had been made about the invasion of the air on the part of those whose 
interests and experience lies, first and last, in other directions. The British 
Overseas Airways Corporation is to take part in all three Corporations. Air- 
ports in Britain are to be nationalised. Charter flying by “air taxes” is to be 
left to private enterprise. There is to be a combined organisation for the 
overhaul of aircraft, a uniform system of working conditions and a joint 
training establishment for air crews and ground staffs. The Government 
interest in civil aviation will ensure that if an air service is vital to Common- 
wealth communications, or a new service anywhere must be developed, initial 
expense, or the need for making a project will not preclude such a service 
from being operated. The main task which now faces the Minister is to get 
the most enthusiastic and experienced men to run his Corporations and to 
obtain the machines in sufficient quantity for them to operate. The design and 
quality of the machines when they are available will be immaculate. 

6. The Coal Industry Nationalisation Bill—Before dealing in some detail 
with the Bill to nationalise the coal industry, a word or two should be said 
about the present position of coal mining in Britain. Coal Royalties already 
belong to the State; the Act to nationalise these was passed before the war 
by the National Government with its predominantly Conservative support. 
The State has had powers for a number of years to compel the amalgamation 
of colliery concerns, if such amalgamation is deemed to be in the national 
interest. In pre-war days, Britain produced about 230 million tons of coal 
annually, of which some 35 to 40 million tons were exported. During the 
war the industry came under the control of the Ministry of Fuel and Power. 
At first, an attempt was made to maintain the export trade, but with the 
loss of European markets on account of enemy occupation and the difficulty 
of shipping coal to distant overseas countries the labour supply in the mines 
was allowed to fall. Young men were called to the colours. When Britain’s 
war effort reached its peak it was realised that a manpower shortage existed in 
the mines and that output had fallen on account of the increasing age of 
miners and general weariness of all concerned. Conscripts, called, somewhat 
facetiously, “Bevin Boys” were drafted to the pits as trainees, but total coal 
output continued to decline. At the present time there is an acute shortage of 
coal in Britain, transport and industries are being hampered and householders 
are going short. ,Output is now only in the neighbourhood of 185 million tons 
per annum and the total labour force which numbered 770,000 in 1939 now 
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stands at 696,000. Output per shift has declined from 1.14 tons in 1939 to 
1.00 tons today! absenteeism is unduly high and adverse reports on the 
efficiency of the industry continue to be made. Coal mining in Britain is a 
very sick industry and wage increases of considerable magnitudes have failed 
to attract new entrants to the mines. These increases have, no doubt, in- 
creased the amount of absenteeism in the pits. 

The Coal Industry Nationalisation Bill provided the first major instalment 
of the Government's Socialist programme. By virtue of this Bill (which will 
probably have become law by the time this is read), all the mines in the 
country, together with certain ancillary activities are to be transferred to a 
single National Coal Board. This Board is to consist of nine members all 
of them to be appointed by the Minister of Fuel and Power. Some of these 
have already been appointed from the ranks of technicians, mining engineers. 
scientists and trade union organisers. The chairman will receive a salary of 
£8 500 per annum; other members, £5,000. The Bill lays three duties on the 
Board—those of “working and ‘getting coal,” of “securing the efficient de- 
velopment” of the industry, and of “making supplies of coal available in such 
quantities and at such prices as may seem to them best calculated to further 
the public interest.” Subsidiary duties of advancing the safety and promoting 
the health and welfare of the miners, and of balancing their books “on an 
average of good and bad years,” are also laid on the Board. In general, 
it is the intention that the Board should have the fullest and freest responsi- 
bility for the management of the industry, although the Minister may give 
general directions. Two Councils, representative of consumers and dis- 
tributors of coal are to be set up with powers of investigation and report, 
but not of interference. In Britain it is not unusual for coke ovens, by- 
product plants, brickworks, etc., to be owned by colliery companies. All 
mines, and any coke ovens, manufactured fuel plants, electricity or transport 
works, welfare installations and the like operated by colliery companies are 
compulsorily to be taken over. Other assets may be taken over at the 
option of either party. é; 

The compensation provisions are based on the conception of reasonable 
net maintainable. revenue. The details of this compensation scheme have 
yet to be worked out but when the sum is agreed it will be paid in Govern- 
ment stock, not cash. * One bad feature of the Bill is that the stock so received 
shall not be negotiable so long as it remains in the hands of companies or 
holders other than individuals. Compensation in such a case bears more 
than a superficial resemblance to expropriation. The reason for this ban 
on negotiability would appear to be the Treasury’s belief that if money géts 
loose on the Stock Exchange it will interfere with subscriptions to new 
Government issues. 

The capital account of the Board is to consist, in the first place, of the 
amount of compensation to be paid to the present owners, together with any 
outstanding debts from the nationalisation of coal royalties, plus £150 millions 
of new money to be spent in the first five years on the re-equipment of the 
industry. The strongest argument for nationalisation was that this badly- 
needed fresh capital could almost certainly not have been obtained in any 
other way. 

Taken all round, the opposition to the Bill has not been very fierce. For the 
moment it does not seem to be adding anything to the coal output, it had been 
hoped that with nationalisation, so long hoped for by the miners and so 
near at hand, a different spirit would have become apparent which would 
have been reflected in increased”output. Whether it will do so in the long 
run, and this is the main justification of the measure, remains to be seen. 

7. Control of Investments ——The pursuit of a “Full Employment” policy 
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involves some measure of control or direction of investment. Economists are 
generally agreed that Britain invested far too little in pre-war days, but there 
was no lack of savings, i.e., investment failed to keep pace with savings. 
During the war, no new issues of securities could be made except by Treasury 
consent. The Bill to control investments was introduced in January. It 
seeks to perpetuate the war-time control of investment. but the Treasury 
will operate through a Capital Issues Committee. The issue of securities, 
whether for cash, or by capitalising reserves in the form of bonus shares, the 
circulation of prospectuses, and the selling of new units by a unit trust can 
not (under the terms of the Bill) be carried on without Treasury sanction. 
A National Investment Council is to be set up to plan the national invest- 
ment programme as a whole. It is likely, however, that this body will not 
influence Treasury opinion but be influenced by it. Thus, the Government 
is likely to exercise control over investments in a negative way, the predomin- 
ant idea apparently being to keep a clear field for all Government loans and 
issues. What is really required, at least in the long period, is the stimulation 
of investment, not its restriction. The Investment (Control and Guarantees) 
Bill cannot be regarded as one of the Government’s brightest efforts. 
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